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(1)

REVIEW OF THE RUDMAN 
REPORT ON FANNIE MAE 

Tuesday, March 14, 2006

U.S. HOUSE OF REPRESENTATIVES, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The committee met, pursuant to notice, at 2:00 p.m., in room 

2128, Rayburn House Building, Hon. Michael G. Oxley [chairman 
of the committee] presiding. 

Present: Representatives Oxley, Baker, Castle, Royce, Kelly, 
Feeney, Hensarling, Garrett, Pearce, Neugebauer, Price, McHenry, 
Campbell, Frank, Kanjorski, Waters, Maloney, Watt, Sherman, 
Moore of Kansas, Baca, Matheson, Davis of Alabama, and Cleaver. 

The CHAIRMAN. In early 2003, we were led to believe that the 
GSE’s were running smoothly with only a routine accounting re-
statement in progress at Freddie Mac. What we have learned since 
then is that Freddie Mac and Fannie Mae were involved in large 
scale misapplication of accounting standards and irresponsible cor-
porate governance. OFHEO, Congress, and the American people 
were misled by the former leadership of these enterprises. The Fed-
eral Home Loan Bank system has had its own share of accounting 
and management problems. 

In 2004, Fannie Mae’s board turned for help to Senator Warren 
Rudman who, with his team of legal and accounting experts, has 
given us a report of both great quantity and quality. He has 
verified much of what OFHEO eventually uncovered, and the SEC 
subsequently confirmed, providing an in-depth understanding of 
the intent and motive behind the transactions reviewed. 

This voluminous report details widespread departures by senior 
management from GAAP accounting, largely to minimize earnings 
volatility and meet forecasts and, in 1998, to trigger maximum ex-
ecutive bonuses. Accounting systems were grossly inadequate and 
employees were unqualified. 

Senator Rudman found that management, ‘‘paid lip service to a 
culture of openness, intellectual honesty and transparency and dis-
couraged dissenting views, criticism and bad news.’’ Arrogance is a 
descriptive term used more than once. There was clear disdain for 
OFHEO. 

Fannie Mae claimed to be in line with state-of-the-art corporate 
governance when in reality such standards were not being prac-
ticed. Failure to comply with Sarbanes-Oxley requirements of inter-
nal control over financial reporting is not an insignificant matter. 

This report is costing between $60- and $70 million on top of the 
$500 million Fannie Mae spent last year on its financial restate-
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ment work, a job that is far from done. Fannie Mae must also pay 
the legal expenses of its former Chairman/CEO and CFO. 

The encouraging news, according to the Rudman report, is that 
Fannie Mae has undergone an extensive transformation in per-
sonnel and structure. There has been a dramatic shift in the ‘‘tone 
at the top.’’ The company has not waited until issuance of this re-
port to begin making necessary changes. 

I welcome the effort that Chairman Steve Ashley and CEO Dan 
Mudd are making in this regard. What Senator Rudman and oth-
ers have shown us occurred at the GSE’s over several years. While 
those responsible have left, it’s taking the GSE’s years to make cor-
rections. We look forward to OFHEO’s final report on their special 
exam of Fannie Mae. We must learn from this experience. 

The Rudman report underscores that it’s time for a new com-
bined regulator for the GSE’s, with the tools and funding needed 
to prevent abuses from developing and permit swift enforcement 
action if they do. H.R. 1461 provides strong bank regulatory-like 
powers in the vital areas of capital, portfolios, product approval, 
and receivership commensurate with the task of overseeing these 
large and complicated companies. H.R. 1461 passed the House 
overwhelmingly last October. I urge the Senate to act so that Con-
gress can pass overdue GSE regulatory reform this year. 

Senator Rudman, we appreciate your work on this report and 
your appearance here today. I will be giving you a more formal in-
troduction after the opening statements. 

I now yield to our friend from Massachusetts, the Ranking Mem-
ber, Mr. Frank. 

Mr. FRANK. Thank you, Mr. Chairman. As a Member of the 
House who worked very closely with Senator Rudman, when he 
was in the Senate, on a wide range of issues from legal services to 
many others, I was very pleased when the Fannie Mae board had 
the good sense to engage him and give him carte blanche. 

And I would just say that those of us know him, and that’s pretty 
widespread in Washington, have such confidence in his integrity 
that we benefit from having a report that’s not being challenged. 
The merits of the issues can be discussed and we are very appre-
ciative for that. 

I think we should make very clear what we are talking about 
here and that is a betrayal by some of those at Fannie Mae of their 
mission. And I think it’s important to make a distinction. High 
ranking individuals at Fannie Mae betrayed the trust. I am hopeful 
that appropriate action will be taken based on this report and else-
where for recouping money and for other efforts. 

It is important, however, that we not let the housing mission of 
this entity suffer. This is a case where individuals misbehaved, 
some actively, some by not doing their jobs. But this is not some-
thing that ought to be used to undo the housing mission. 

In fact, I join the chairman in his call for the Senate to act on 
legislation. And I want to address one particular error that I keep 
reading about, frankly, in some of the press, and that is the asser-
tion that the bill that came out of the Senate Committee is, in its 
regulatory structure, tougher in some ways and more comprehen-
sive than the House bill. 
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There is a difference between the bills with regard to an afford-
able housing fund. We have one, they don’t. There’s a difference be-
tween the bills concerning mandating a portfolio reduction. But in 
those parts of the two bills which deal with the regulatory struc-
ture, which replace OFHEO with a better armed, better equipped, 
better funded, and more comprehensive regulator, there is no dif-
ference. 

And some of what happens here is a double counting. We read 
stories that say, well, the Senate bill is tougher because it calls for 
the portfolio reduction and it’s got a tougher regulatory scheme. 
No, that’s only half true. It does call for the portfolio reduction but 
we should be very clear that, with regard to the regulatory struc-
ture, we have a very tough bill, one that indeed included every-
thing that I was told people thought ought to be in there. 

I would commend to people the excellent letter from the chair-
man of the subcommittee who has been a longtime critic of the or-
ganization and whose criticisms of some of the leadership people 
has been vindicated by this report and other events. The letter he 
wrote to The Wall Street Journal—on today’s Wall Street Journal, 
and it makes it very clear that the regulatory structure is a good 
one. 

Which leads me now to join in the chairman’s plea. To the extent 
that we have had problems in the past, as this report shows here 
and to some extent, Freddie Mac, the best way to prevent the re-
currence is to act on legislation. 

The two bills, the House bill and the Senate Committee bill, 
since the Senate hasn’t voted on it, are essentially the same with 
regard to enhancing the regulatory structure and those who would 
kill the bill this year because of their opposition to the affordable 
housing fund and because they have, I think, an ideologically based 
view that says we shouldn’t be giving housing an advantage in the 
capital allocation function and we ought to mandate a portfolio re-
duction, if they kill this bill they will leave in place a regulatory 
structure that hasn’t been adequate, not because of failings of the 
individuals. 

Everybody agrees that the problem has been the way it was 
structured. So that’s what’s at issue here. Will the Congress act on 
what would appear to be an agreement to enhance the regulatory 
structure or will ideological differences over Fannie Mae and insist-
ence on cutting back on its housing goal lead to the demise of the 
bill, in which case we’ll be left with this inadequate situation. 

Last thing I want to say, there were two other issues here that 
deal with general corporate governance. Once again—and Fannie 
Mae certainly is not unique in this, nor Freddie Mac—incentive 
pay for the top executives, the CEO and the CFO, seems to me bad 
for two reasons. 

First of all, I have to ask them a question. If they’re making sev-
eral million dollars a year, why in the world do we have to bribe 
them to do their jobs? None of us here get bonuses for doing our 
jobs. Giving top executives of major corporations extra money for 
doing their jobs makes no sense. These are very highly com-
pensated people to start with and they shouldn’t have to be bribed 
to do the job right. 
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It’s especially a problem when, because of the inherent ambigu-
ities of some of these issues, these bonuses, based on hitting tar-
gets, become incentives to play games with the accounting. So this 
whole question of executive compensation demands attention. 

And finally, I am once again persuaded, as I read about the non-
role of the board of directors, that in too many American corpora-
tions the board of directors play the role that Murray Kempton, the 
great journalist, once ascribed to editorial writers, namely that 
they come down from the hills after the battle is over and shoot 
the wounded. 

There does not appear to be here, as there was not in many other 
cases, any reasonable assertion of authority by boards of directors. 
If I had been on the board of directors when this was happening, 
I would be examining very closely my failures to step in. Now, the 
board did step in later on. They did shoot the wounded and they 
hired Rudman to come and cart them away, and that was a good 
decision. But both with regard to the abuses inherent in incentive 
pay for top executives and the passivity of the board of directors, 
there are lessons here not just about Fannie Mae, but about cor-
porate America. 

The CHAIRMAN. The gentleman’s time has expired. The gen-
tleman from Louisiana, Chairman of the Capital Markets Sub-
committee. 

Mr. BAKER. Mr. Chairman, I thank you for calling this hearing 
and your longstanding good work. I’m glad we have arrived at this 
point today. I certainly want to express my appreciation to the Sen-
ator and his colleagues for their longsuffering, detailed good work 
and I think it has been helpful in attempting to bring closure to 
a difficult chapter in American business history. 

I think it is also important to recognize that, among the 2,600 
pages of documents, it’s easy to get side-tracked into minutiae and 
detail and arguing about when this or that occurred and forget for 
the moment that the larger obligation is to ensure that the Amer-
ican taxpayer is not held accountable for the missteps of the ad-
ministration of a GSE or two. 

If someone had 5 or 6 years ago predicted that both Freddie Mac 
and Fannie Mae would have large-scale dislocations of executives 
as the result of accounting missteps, no one would have thought it 
possible. In fact, the rating agencies, prior to and during the course 
of these discoveries, all claimed that both enterprises were at the 
highest pinnacle of their corporate governance activities. Indeed, 
this is a disappointing chapter to now conclude that all was not 
what it appeared. 

As we go forward, it’s my intention at the appropriate time to 
ask more detailed questions about the events of late 1998 and early 
1999 and who was engaged in making important decisions but for 
the moment I’m merely pleased to be part of this hearing, Mr. 
Chairman, and I appreciate your good work. 

I look forward to hearing the testimony of the witnesses we have 
today and know that, working together, we can get through this 
year possibly with the adoption of a new regulatory structure in 
place which gives not only the necessary professional skills but the 
financial resources to the regulator to be confident and to make as-
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sessments and judgments about the professional conduct of these 
enterprises. 

It is the only way, in my opinion, that we can assure taxpayers 
and homeowners that they will continue to be well-served by these 
enterprises. 

I yield back, Mr. Chairman. 
The CHAIRMAN. The gentleman yields back. The gentleman from 

Pennsylvania, Mr. Kanjorski. 
Mr. KANJORSKI. Mr. Chairman, we meet this afternoon to review 

the recently-released report prepared by former Senator Warren 
Rudman at the request of the special review committee established 
by the Fannie Mae board of directors. This report examines the 
company’s problems related to accounting standards, internal au-
diting controls and corporate governance, among other things. 

As I have regularly noted at our past hearings in this area, it 
is important for our panel to conduct comprehensive and regular 
oversight over our housing government-sponsored enterprises to en-
sure that they fulfill their missions and operate safely and soundly. 
Today’s hearing is, therefore, not only timely but also appropriate. 

In compiling this report, Senator Rudman and his team of inves-
tigators left no stone unturned. As I understand, these experts re-
viewed more than 4 million pages of documents over a period of 17 
months. They also conducted in excess of 240 interviews. As we 
begin today, I want to thank Senator Rudman and his team. I 
greatly appreciate their diligence in these important matters. 

Their comprehensive report has helped me to understand what 
went wrong with Fannie Mae. In one of its most significant conclu-
sions, this report identifies no new major accounting violations not 
already disclosed by Fannie Mae and the Office of Federal Housing 
Enterprise Oversight. In addition, while the report details many of 
the major corrective actions that Fannie Mae has taken to address 
these matters, it makes no significant recommendations about fur-
ther actions needed to address the firm’s past shortcomings. 

Importantly, the report also observes that Fannie Mae has ‘‘un-
dergone an extensive transformation both in personnel and struc-
ture’’ during the last year-and-a-half. It further finds that no mem-
ber of the current management team knowingly participated in im-
proper conduct. 

While this report provides some assurances to Congress, the 
American public, and investors that Fannie Mae is turning the cor-
ner by directly and forthrightly addressing its accounting, auditing, 
and governance problems, we still must complete legislative action 
to improve the oversight of all government-sponsored enterprises. 
It is in the public’s interest that we address these regulatory issues 
promptly and properly. 

As I said in March 2000 at our very first meeting in this long 
series of hearings on the oversight of government-sponsored enter-
prises, ‘‘we need to have strong, independent regulators that have 
the resources they need to get the job done’’. I can assure everyone 
that I continue to support strong world-class independent regula-
tion for Fannie Mae and Freddie Mac. Such regulation will protect 
the continued viability of our capital markets and promote con-
fidence in Fannie Mae and Freddie Mac. 
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By and large, the bill that passed the House last fall by a vote 
of 330 to 91 would accomplish these objectives. Before the 109th 
Congress completes its work, I hope that our colleagues in the Sen-
ate will consider their bill and that we can finally reach a resolu-
tion on these matters. 

Before yielding back the remainder of my time, I would be remiss 
if I did not note that, while Fannie Mae has cleared one hurdle 
with the release of the Rudman report in its ongoing efforts to re-
store accountability within the firm, other investigations by the Of-
fice of Federal Housing Enterprise Oversight, the Securities and 
Exchange Commission, the Public Company Accounting Oversight 
Board, and the Justice Department remain ongoing. 

The determinations of these experts will likely play an important 
role in influencing how we will ultimately proceed on any legisla-
tion during the remainder of the 109th Congress. If and when 
these entities complete their examinations, I also suspect that we 
will meet again to study their conclusions. In other words, and to 
paraphrase the work of Robert Frost, we have promises to keep, 
and may have miles to go before we sleep. 

In closing, Mr. Chairman, I commend you on your continued per-
severance on these matters and I look forward to hearing from our 
distinguished witnesses. 

The CHAIRMAN. The gentleman’s time has expired. We now turn 
to our distinguished witness. Senator Rudman, welcome. 

Senator Rudman is a partner in the law firm of Paul, Weiss, 
Rifkind, Wharton & Garrison here in Washington, and served two 
terms in the United States Senate representing the great State of 
New Hampshire. Prior to being elected to the Senate, he served 6 
years as attorney general of that State. In recent years, Senator 
Rudman has been appointed to chair the Foreign Intelligence Advi-
sory Board and the U.S. Committee on National Security 21st Cen-
tury. 

Senator Rudman, again, welcome to the committee and congratu-
lations on a comprehensive report. We appreciate your willingness 
to come before the committee and testify. I know you brought your 
expert team with you and I’ll let you introduce them. 

STATEMENT OF WARREN B. RUDMAN, PARTNER, PAUL, WEISS, 
RIFKIND, WHARTON & GARRISON, LLP; ACCOMPANIED BY 
DANIEL J. KRAMER, ROBERT P. PARKER, AND ALEX YOUNG 
K. OH, PARTNERS; GEORGE MASSARO, VICE CHAIRMAN, 
HURON CONSULTING GROUP; AND JEFF ELLIS, MANAGING 
DIRECTOR, HURON CONSULTING GROUP 

Sen. RUDMAN. Chairman Oxley, Congressman Frank, and mem-
bers of the committee, first let me thank you for your gracious com-
ments on the work that we’ve done. 

On behalf of this entire Paul, Weiss and Huron team that was 
involved in our engagement on behalf of the Special Review Com-
mittee of the Fannie Mae Board of Directors, we want to thank you 
for inviting us to participate in this hearing and sharing our re-
sults with you. 

Let me introduce you to the members of the team. We have Dan 
Kramer, Bob Parker, and Alex Oh from Paul, Weiss and George 
Massaro and Jeff Ellis from Huron. They are here because, as you 
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will see as we develop your questions, we organized this into a se-
ries of discrete investigations. There were so many complex issues 
involved, so each of these people ran a number of teams, I coordi-
nated the entire effort, and so as you ask your questions, I may 
well turn to some of them to be able to give you the full texture 
of the answers that you’re looking for, such as the one that Con-
gressman Baker has indicated that he would ask later on. 

It’s unusual for attorneys to come before a Congressional com-
mittee to speak about a professional representation. In this in-
stance, Fannie Mae’s board of directors, through its Special Review 
Committee, instructed us at the outset of our engagement to be 
open and transparent to governmental authorities. 

Since October 2004, we have provided weekly or bi-weekly brief-
ings to the government agencies that have an interest in this mat-
ter, including OFHEO, the SEC, the United States Attorney’s Of-
fice for the District of Columbia and, of course, the Public Company 
Accounting Oversight Board. 

Under the instruction of the Special Review Committee and the 
board, the company has made the final report of this investigation 
public. In that spirit, we were encouraged by our client to accept 
your invitation to appear here today and assist the committee in 
any way that we can. 

I will divide my opening statement into four parts. First, I will 
describe our engagement on behalf of the Special Review Com-
mittee of Fannie Mae’s board, including the nature and the scope 
of this investigation. Second, I will describe our key findings, with 
some emphasis on the two most important accounting issues we 
considered: Fannie Mae’s implementation of FAS 91 and FAS 133. 

Third, I will summarize our findings regarding Fannie Mae’s cor-
porate governance and internal controls with regard both to our 
findings concerning the company’s historical practices and to the 
significant changes that are underway at Fannie Mae today. I will 
conclude my statement with brief remarks on what our investiga-
tion did not cover. 

Our engagement on behalf of the Special Review Committee 
began in September of 2004. At that time, OFHEO was in the 
midst of a Special Examination of Fannie Mae’s accounting that 
began in the wake of the problems revealed at Freddie Mac in 
2003. 

In mid-September 2004, OFHEO issued a report of its findings 
to date that was critical of Fannie Mae’s accounting, principally in 
two areas: the accounting for premium and discounts on the com-
pany’s mortgage loan and mortgage-backed securities and the ac-
counting for the derivatives Fannie Mae used to hedge the interest 
rate risk associated with its debt. The report also raised concerns 
about Fannie Mae’s systems and practices in the accounting stand-
ards, financial reporting, and internal control areas. 

Soon after OFHEO released its report, OFHEO and Fannie Mae’s 
board of directors entered into an agreement. Certain aspects of 
that agreement were unusual and also vital to an understanding 
of this report. In the agreement, the board agreed to undertake an 
internal investigation of the matters raised in the OFHEO report. 
The board also agreed to study and address the organizational, 
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structural, internal controls, and governance issues that OFHEO 
had identified. 

In other words, the board undertook a dual track approach in 
which it tasked Paul, Weiss and Huron to conduct an internal in-
vestigation to determine what happened and, at the same time, the 
board commissioned an analysis of what remedial measures should 
be made promptly to address OFHEO’s criticisms. 

As a consequence of this dual track process, the recommenda-
tions that we would have made regarding Fannie Mae’s govern-
ance, internal controls, internal organization and the like either 
have been implemented already or are well underway. 

The agreement between OFHEO and the board provided the 
focus of our investigation but did not limit the scope of this inquiry. 
From the outset, Fannie Mae’s board and OFHEO encouraged us 
to conduct a broad review of the company’s accounting, financial re-
porting, governance, and internal controls policies and systems, 
and to follow the facts wherever they might lead. 

In February of 2005, OFHEO identified additional accounting 
and internal control issues at Fannie Mae and those issues were 
added to the scope of this investigation. Finally, the company iden-
tified new issues in a November 2005 Form 12b-25 filing with the 
SEC, and we considered those matters as well. The board placed 
no restrictions on our work and we received complete cooperation 
from the board and from the company’s current management. 

Early in our engagement, Paul, Weiss retained Huron Consulting 
Group, with the approval of OFHEO, as our forensic accounting ex-
perts. The accounting judgments in our report are Huron’s and we 
concur in those judgments. We appreciate and admire Huron’s im-
portant contributions to this investigation. 

The investigation took about 16 months. Our team, including 
Huron, reviewed over 4 million pages of documents and conducted 
over 240 interviews of 148 Fannie Mae employees or former em-
ployees. Unfortunately, Fannie Mae’s former chief financial officer, 
J. Timothy Howard, refused to cooperate in our investigation. 

We interviewed the company’s former controller, Leanne Spen-
cer, on several occasions, but she declined to cooperate further after 
the company found that she had not produced certain documents 
from her files that were relevant to our investigation. 

Our key findings: 
Our report to the Special Review Committee is 616 pages long, 

and our executive summary, 31 pages. The three-volume appendix, 
which includes samples of documents that we discuss in our report, 
as well as submissions made by various executives, including Mr. 
Raines and Mr. Howard, add about 2,000 additional pages. In my 
view, anyone who wants a complete picture of our findings and 
analysis must review all of these documents carefully. With that 
caveat in mind, however, I believe that our principal findings can 
be summarized as follows. 

One. The accounting, financial reporting, and internal audit op-
erations of the second largest financial services company in the 
country were inadequate both qualitatively and quantitatively. The 
resources dedicated to these functions were insufficient. Senior 
managers in critical accounting, financial reporting, and internal 
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audit roles either were unqualified for their positions, did not un-
derstand their roles, or failed to carry out their roles properly. 

Two. Management’s interpretation of FAS 133, dealing with 
hedge accounting, departed from generally accepted accounting 
principles in a number of important respects. These departures 
from GAAP were not mere innocuous practical interpretations or 
modest deviations from a strict reading of the standard. In our 
view, the company’s hedge accounting conflicted with clear and spe-
cific provisions of the authoritative accounting literature. 

Moreover, the record shows that the company’s implementation 
of FAS 133 was motivated by a desire to remove volatility from re-
ported earnings while avoiding both the substantial changes to the 
company’s business methods and the development of the complex 
accounting systems that otherwise would have been necessary to 
implement that standard properly. 

Finally, and most importantly, we found that the company’s sig-
nificant hedge accounting practices were known to, and accepted 
by, the company’s outside auditor. 

Three. Management’s application of FAS 91, which concerns the 
accounting for premium and discounts on mortgages and mortgage-
backed securities, also violated GAAP. Our most significant finding 
in this area concerned the circumstances surrounding the com-
pany’s decision to record $240 million of premium/discount amorti-
zation expense in 1998 when the company’s calculations showed 
that the expense was actually $439 million. 

We believe that there was no justification or rationale to support 
the recognition of only $240 million. Moreover, given other account-
ing entries and adjustments that the company made during this 
period, the evidence overall supports the conclusion that the com-
pany’s accounting decisions at that time were motivated by a desire 
to meet earnings-per-share targets and to achieve maximum bonus 
awards under Fannie Mae’s Annual Incentive Plan. 

Once again, it is important to note that Fannie Mae’s outside 
auditors were aware of these adjustments, although not necessarily 
of their motivation. 

Four. In our report, we address 16 separate accounting issues. In 
virtually every instance we examined, Fannie Mae’s accounting 
was inconsistent with GAAP. As we summarize in the executive 
summary of our report, management often justified departures 
from GAAP based on materiality assessments that were not com-
prehensive, on the need to accommodate systems inadequacies, on 
the unique nature of Fannie Mae’s business or on ‘‘substance over 
form’’ arguments. 

We found substantial evidence in a number of specific instances 
and overall that the company’s accounting and financial reporting 
policies and procedures were motivated by a desire to show stable 
earnings growth, achieve forecasted earnings, and avoid income 
statement volatility. 

However, with the exception of the one instance in 1998 that I 
referred to earlier, we believe that the evidence does not support 
the conclusion that these departures from GAAP were motivated by 
management’s desire to maximize bonuses in a given period other 
than the one that I have spoken of. 
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Five. As an organizational matter, too much authority at Fannie 
Mae was concentrated in the former CFO. He had responsibility for 
management of the company’s portfolio, for its treasury operations, 
its accounting and financial reporting functions. The CFO also 
functioned as the company’s chief risk officer and had administra-
tive responsibility for the internal audit function as well. 

The CFO and other senior managers operated within silos that 
had little interaction with each other and which therefore lacked 
a complete appreciation and understanding of the others’ roles and 
functions. In these circumstances, the checks and balances that 
would ordinarily exist in an organization of Fannie Mae’s size and 
complexity were largely non-existent. 

Six. Although Fannie Mae’s top management professed a desire 
to hear the view of subordinates and to value intellectual honesty, 
openness, and transparency, the culture at Fannie Mae discour-
aged criticism, dissenting views, and bad news. This applied to the 
areas of accounting and financial reporting, among others. 

One area in which senior management in the financial area was 
particularly sensitive was in achieving forecasted results. Even 
minor differences between forecasted and actual results appear to 
have caused great concern. 

Seven. Management tightly controlled the flow of information to 
the company’s board. In many instances, the information the board 
received in critical areas involving accounting, financial reporting, 
and internal controls was incomplete or misleading. 

In particular, we noted many instances in which management as-
sured the board, often in the presence of its outside auditor, that 
the company’s critical accounting policies were consistent with 
GAAP. Management also assured the board that the company’s ac-
counting and financial reporting systems were adequate and that 
the accounting and financial reporting functions had adequate re-
sources, even when senior managers, according to testimony, were 
aware that such was not the case. 

Eight. The board relied heavily on senior management as well as 
the views of the company’s outside auditor. Until OFHEO began its 
Special Exam in 2003, and even in the wake of earlier announce-
ments of substantial accounting problems at Freddie Mac, the 
board received assurances that Fannie Mae’s accounting was prop-
er. 

Moreover, through 2002, OFHEO’s own reports to Congress on 
Fannie Mae gave the company high ratings, including high marks 
in such areas as corporate governance and the company’s imple-
mentation of FAS 133. 

Corporate Governance and Internal Controls. 
As I noted earlier, our investigation was part of a dual track 

process in which Fannie Mae’s board and management undertook 
significant reforms of the company’s governance, organization, and 
internal controls while our work was underway. 

We participated in these efforts at the board’s direction by shar-
ing information, commenting on various proposals and making sug-
gestions. In our report, we made findings regarding the company’s 
most significant governance, accounting, and internal control func-
tions as they existed prior to 2004, and we also noted the signifi-
cant changes that have taken place in each of these areas. 
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I will briefly summarize our findings. 
Number one, the board. Fannie Mae’s board of directors endeav-

ored to operate in a manner consistent with its fiduciary obliga-
tions and evolving corporate governance standards. The board was 
open to examination by third parties, including OFHEO, and it 
generally received high marks. 

The board, and particularly the audit committee, was sensitive 
to matters relating to accounting and financial reporting. The audit 
committee received regular assurances that the company’s account-
ing complied with relevant accounting standards. And I would par-
enthetically say that a reference to the full report will give you a 
full texture of some of the events that took place. 

The board has taken several significant steps since the release 
of the OFHEO report in September of 2004, including the separa-
tion of the chairman and the CEO positions, the establishment of 
a Risk Policy and Capital Committee to oversee financial and oper-
ational risk management, and the transformation of its Compliance 
Committee into a permanent committee with broad oversight in 
regulatory and compliance matters. 

Office of the Chair. Fannie Mae’s Office of the Chair, comprising 
the four most senior officers in a given time, suffered from func-
tional and organizational problems. As noted above, a great deal of 
the authority and responsibilities for the company’s risk manage-
ment, financial reporting, accounting, and internal control func-
tions, as well as a substantial portion of the company’s business op-
erations, was concentrated in the CFO. Senior management also 
exhibited and cultivated a culture of arrogance both internally and 
externally and perhaps, most of all, towards its regulator, OFHEO. 

There have been substantial changes in the past year at the sen-
ior management levels. Structurally, the Office of the Chair no 
longer exists. In particular, the functions previously overseen by 
the CFO are now divided among a number of different officers, in-
cluding the chief financial officer, whose duties are more consistent 
with a CFO’s typical functions, a chief risk officer and a chief audit 
officer. 

We have received numerous reports from inside and outside the 
company that its attitude has changed materially towards a more 
open and cooperative approach to its regulators, to the Congress, 
and to the companies with which Fannie Mae deals. 

Office of Internal Audit or Auditing. We found that, prior to Sep-
tember 2004, the head of Internal Audit at Fannie Mae lacked the 
requisite expertise and experience to lead the internal audit oper-
ation at a company as large and as complex as Fannie Mae. 

Moreover, on more than one occasion, the head of internal audit 
took steps that suggested he did not fully appreciate his organiza-
tion’s role within the company or his proper relationship with sen-
ior management. I would note parenthetically, the advent of Sec-
tion 404 of Sarbanes-Oxley, which imposed a whole new layer of re-
quirements on Internal Audit. 

In addition, the internal audit group at Fannie Mae lacked ade-
quate resources, particularly in recent years as the company grew 
in size and complexity and as the demands placed on internal audi-
tors increased commensurately. 
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The company has a new chief audit officer who reports to the 
audit committee, with a separate reporting line to the new CEO 
only for administrative purposes. The internal audit function has 
been separated from risk management, which is to be overseen by 
a chief risk officer, and the structure and resources of the internal 
audit group have been enhanced significantly. 

Office of the Controller. Prior to September of 2004, the control-
ler’s office at Fannie Mae suffered from some of the same weak-
nesses as the internal audit function. Leadership at the top lacked 
the accounting and financial reporting expertise and experience one 
would have expected at a company like Fannie Mae, and the office 
as a whole lacked the resources necessary to handle many of the 
complex accounting and reporting issues that the company faced, 
particularly in recent years. 

The company’s systems in these areas were grossly inadequate. 
As I noted earlier in my remarks, the company historically has jus-
tified deviations from GAAP on the ground that it did not have the 
systems necessary for strict compliance. 

There have been significant changes in recent months. There is 
new leadership in the accounting and financial reporting areas, in-
cluding individuals with substantial experience in public account-
ing or at large financial institutions. 

Certain functions, such as accounting policy and business fore-
casting, have been moved outside of the controller’s office. We un-
derstand that the company is increasing the resources dedicated to 
these areas, including both staffing resources and systems develop-
ment resources. 

Ethics and Compliance. Fannie Mae’s compliance organization 
dates back at least 10 years. It has maintained a Code of Business 
Conduct and has supported an internal investigative unit, called 
the Office of Corporate Justice, to address employee complaints. 

In 2003, the company established an Office of Corporate Compli-
ance to develop and monitor compliance plans for the company’s 
business units and provide training to employees. Our principal 
concern in this area was that the company’s chief compliance offi-
cer, a deputy general counsel, reported directly to the general coun-
sel and worked on matters involving employee claims against the 
company. 

The compliance program thus suffered from at least the appear-
ance of a conflict of interest. In addition, we believe that the pro-
gram overall would have been better served by a chief compliance 
officer who had no other assigned duties. 

In 2005, Fannie Mae established an Office of Compliance, Ethics 
and Investigations, OCEI, to oversee the preexisting ethics and 
compliance functions as well as a new ethics unit. The new chief 
compliance officer who heads OCEI has a direct reporting line to 
the CEO and to the compliance committee of the board. 

Finally, I would like to conclude my statement with two observa-
tions on what our investigation did not cover. 

I know this committee and your counterpart in the Senate, as 
well as the Administration, are concerned about the size and com-
position of the Fannie Mae portfolio. This issue, which of course re-
lates ultimately to safety and soundness matters, was well beyond 
the scope of our inquiry. Those who wish to draw conclusions as to 
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that issue from the contents of our report are obviously free to do 
so, but that policy issue is well beyond the scope of our assignment. 
We have drawn no conclusions on that issue, nor do we have the 
expertise to address that issue. 

Moreover, as you well know, in the report and its appendices, we 
have laid out the facts that this 16-month investigation has pro-
duced. Where appropriate, we have been critical of Fannie Mae and 
we have assigned general and specific accountability where we be-
lieve that was warranted. The question of liability and culpability 
for the conduct we described is a matter for various government de-
partments and agencies to decide, as well as eventually the courts. 
It would have been decidedly inappropriate for us to reach conclu-
sions in those areas. 

Finally, Mr. Chairman, as you develop your questions, to the ex-
tent that there are documents that your committee is interested in 
that appear in the footnotes but are not in our current appendices, 
we will be happy to make those available for the record when re-
quested. 

Thank you very much, Mr. Chairman. 
[The prepared statement of Senator Rudman can be found on 

page 54 of the appendix.] 
The CHAIRMAN. Thank you, Senator Rudman. We’re looking for-

ward to a good series of inquiries from the committee. Let me 
begin. 

I have somewhat of a personal interest in Sarbanes-Oxley and I 
want to raise a couple of issues with you. Of course, Fannie Mae 
is a publicly traded company, subject to the requirements of the 
Act. In October 2004, I asked former Chairman & CEO, Frank 
Raines, whether, in his view, any of the law’s provisions or subse-
quent regulations had been violated or ignored, and he answered 
no. 

He talked about, ‘‘an entire process around certification so that 
we know exactly at the highest levels of the company what deci-
sions were being made and by whom.’’ He went on to add that, ‘‘as 
a result of Sarbanes-Oxley, I have made a campaign in our com-
pany to go around and tell people, ‘if you think there is something 
wrong, raise your hand. Raise your hand and it will be looked at’.’’ 

What did you find in terms of application by Fannie Mae of the 
Sarbanes-Oxley Act? Was the corporate environment conducive to 
its application and what role did Mr. Raines and former CFO How-
ard play in that regard? 

Sen. RUDMAN. Let me say that Mr. Raines may have believed 
what he said. I have no way of knowing his state of knowledge. I 
can tell you—I’m going to ask Mr. Massaro and Mr. Ellis to com-
ment—but I would tell you from my own experience and observa-
tions, both in practice and otherwise, that the implementation of 
Sarbanes-Oxley, Section 404, and all of the internal audit issues 
that raises, which lead ultimately to certification by CEO’s and 
CFO’s was grossly inadequate as were the systems. 

So that would be my simple answer. And if George or Jeff would 
like to fill in on that, they are experts on Sarbanes-Oxley. They’re 
actually our experts today on Sarbanes-Oxley. 

Mr. ELLIS. In terms of internal control environment, I think the 
report speaks for itself. The control environment was extremely 
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weak. The application of accounting principles, we detected a num-
ber of items that is ongoing today. So I think that whatever the 
tone was set, it wasn’t sufficient to implement the change that 
would have been expected. 

The CHAIRMAN. In your testimony, Senator Rudman, you talked 
about the communication or lack thereof between the executives 
and the board. It does appear a lot of that was kind of a one-way 
street, that the board lacked sufficient quality information in their 
decision-making process. 

Was that because of this culture of arrogance or did it go beyond 
that? 

Sen. RUDMAN. This was a company that, in my view—and we say 
so in this report—was not terribly transparent outside of the tight-
ly controlled area of the top executives of this company. We have 
example after example of the board not being given information 
that it should have been given, particularly—and I’m sure this will 
come out in questions that are posed here, particularly from what 
Mr. Baker said in his opening statement—as it relates to the 1998 
and 1999 issues and what the board was told and what they were 
not told. 

In addition to that, I think one of the most striking examples to 
me, having looked at all of the evidence that we produced and done 
some of the interviews and read all of them, the attitude towards 
the board was one of giving them what they thought they needed 
to and not much more. 

And a good example of that, which we cite in our report, is when 
the Freddie Mac issue broke. There is documentary evidence that 
the board attempted to look closely at Fannie Mae’s accounting to 
get some feel as to whether or not these same issues existed within 
the company, both in the audit committee, and at the full board 
level. 

The board was given assurances, in some cases with the outside 
auditors present, that in fact those problems were not shared by 
Fannie Mae, when subsequent investigation by OFHEO and even-
tually by us indicates that that was not accurate. Did they believe 
that? There is no way, Mr. Chairman, for me to get inside of peo-
ple’s minds but it certainly is apparent to me that this board was 
not even given a hint of the severity of the problems, even when 
the Freddie Mac issue erupted. 

And any board member worth his or her salt would have been 
very concerned about it, as they were. But they were not given in-
formation that would have raised the kind of red flags—and I 
heard Congressman Frank’s opening statement and I respect his 
opinion but, you know, unless you have certain information at least 
given to you that gives you some indication that all may not be 
well, it’s very difficult for board members to plumb the depths of 
the complexities of accounting systems, and that’s what happened 
here. 

I’m sure had they all to do it over, they might do things some-
what differently. But based on the record and the evidence we 
have, we found that they were not dealt with transparently, in 
some cases they were misled, whether intentionally or negligently 
is impossible for me to determine. 
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The CHAIRMAN. So in that case, basically, the alarm bells were 
heard—alarm bells in terms of Freddie Mac. Was it the board or 
a particular committee of the board? 

Sen. RUDMAN. It was the audit committee and the entire board. 
Not only were they given loud alarm bells, some of which they 
sounded themselves—you couldn’t help but do so if you read all the 
press that was coming up at that time—but in particular, it’s inter-
esting—and we’ll get into this in subsequent questions—what hap-
pened with the writeoff I spoke of, which should have been $400-
some-odd million, was only $200-some-odd million and how the 
board was dealt with on that issue and why it was dealt with that 
way. 

So my best answer I can give you—after all, we only have evi-
dence we can look at. We can have speculation but I can’t specu-
late. I have to say that this board was not given the kind of infor-
mation that would have led to the kind of vigorous inquiry that one 
might expect from an audit committee or a full board. 

The CHAIRMAN. Thank you. My time has expired. The gentleman 
from Massachusetts. 

Mr. FRANK. I appreciate that and I should make clear that, based 
on what you said, I should have rephrased what I said about the 
board, if it gave the impression that I was talking about personal 
shortcomings on those board members. What I’m really more con-
cerned about is the structural weakness of the board of directors 
in this situation. This is part of the problem. 

When we are told that we should not intervene too directly, ei-
ther through the SEC or, you know, there are people who want 
Sarbanes-Oxley repealed, there are people who want it cut back 
substantially. And the argument has been that we should rely on 
the internal control mechanisms. 

And what I should have said—and I appreciate the corrective, 
that it’s not a criticism of the individual board members, but it 
does speak to the structural weakness of the board as an entity in 
corporate America. And here we had a case where they even had 
an outside regulator. Most corporations don’t have an OFHEO. And 
even with all of that, the board was rather easily put off. 

And so the question then, is, as a broader issue, should we be—
I mean, we’re going to—if the Senate will do something, we could 
pass a bill and we will have a very good regulator here. But in gen-
eral, this is kind of an object—how easily a board of directors can 
be frustrated, even when it’s been alerted by something else. 

Do you have any ideas about what we should be doing going for-
ward? 

Sen. RUDMAN. Well, I certainly do and I think they’re evolving. 
I think one of the results of Sarbanes-Oxley, which in my view is 
a positive impact, is that boards of directors in general and audit 
committees specifically are meeting a great deal more with outside 
auditors and internal auditors than they ever did before. 

I mean, it was not unusual for major company boards to meet 
four, five times a year, audit committees to meet about that time. 
Today, in most major corporations, audit committees meet at least 
every month or two, have a number of teleconferences with their 
auditors and their internal auditors. So the whole atmosphere has 
changed and people, because of Section 404 of Sarbanes-Oxley, 
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have become far more inquisitive about what’s going on in the ac-
counting of a company. Had that existed at the time, I think you 
might have had a different result. 

Mr. FRANK. Although even there we had a problem because you 
said they were inquisitive and they are, after all—many of them, 
sort of accountants. Should there be as a general rule, be some 
kind of staff allotment for the boards? In this case, they asked the 
right questions, they were alerted, they got stiffed, and they didn’t 
really have—including by the outside auditor, which is a disturbing 
fact. 

But should we try to institutionalize a little more help for them? 
Sen. RUDMAN. Well, I think you have. As you know, Sarbanes-

Oxley now makes it the job of the audit committee and the board 
to hire the outside auditors, rather than the company. So the audit 
committee has a far different relationship with outside auditors. 
That’s number one. 

Number two, most boards believe—and I think correctly so—that 
they have the right, and in fact do, hire special advisors to advise 
them on special subjects— 

Mr. FRANK. As you were, in fact, hired by the board here. 
Sen. RUDMAN. Exactly. 
Mr. FRANK. Question—two more. One—and obviously this is very 

disturbing what happened at Fannie Mae and it also happened at 
Freddie Mac. But I, again, want to separate the misdeeds of indi-
viduals, the misjudgments of individuals from the important public 
policy functions. As you review this, was there at ever any time 
an—what we’re told is, look, these are entities that some people 
think have a claim on the Treasury; they could implicate serious 
problems for the Federal Government. 

Was there at any time any threat to the safety and soundness 
of the entity? Was there a fiscal crisis, potentially, because of these 
abuses? 

Sen. RUDMAN. Well, I don’t think I can answer that other than 
this way. Obviously OFHEO thought there was a problem because, 
as you know, they made adjustments to the required capital of 
Fannie Mae soon after their—in fact, that was part of their Sep-
tember intervention, if you will, that resulted in our being hired. 

So shortly thereafter, Fannie Mae in fact changed its capital 
structure which leads me to the conclusion that OFHEO was un-
comfortable because of the size of the changing in—or the write-
down of the eleven billion in derivatives. They were uncomfortable 
with that so I assume they had a reason to— 

Mr. FRANK. But even in the inadequate state of the regulatory 
structure at the time, they did have the power to order corrective 
action. 

Sen. RUDMAN. Absolutely. 
Mr. FRANK. Last point, and this does not in any way exonerate 

or mitigate what Fannie Mae did, but there had been some ques-
tion about the relative ease of following the accounting standards 
in question, particularly dealing with derivatives. 

Is there—again, we’re talking about preventing this from hap-
pening going forward. We’ve got some special rules and restrictions 
at Fannie Mae. Did you or any of your team come to any opinion 
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about the accounting standards, particularly the one dealing with 
derivatives? 

Sen. RUDMAN. Are you talking about the 133 standard? 
Mr. FRANK. If I knew which number— 
Sen. RUDMAN. The one on hedge accounting and derivatives? 
Mr. FRANK. If I—yes. That one. If I knew the number, I would 

have told you. 
Sen. RUDMAN. I don’t know quite what you’re asking me about 

that particular— 
Mr. FRANK. Some people have said that part of the problem is 

that it’s a very difficult standard to apply, that it’s opaque, that 
it’s—and that part of—again, this doesn’t justify what they did be-
cause all their mistakes were in one direction. If it was simply a 
problem of being confused, the mistakes would have been more 
random. So with all the mistakes going one direction, the com-
plexity isn’t the problem, but that this may have contributed to the 
ease with which they could cover it up. 

Sen. RUDMAN. Well, Congressman Frank, I don’t know about the 
ease of covering up. I want to answer your question very directly 
because, in preparing for this hearing today, that very question 
that you have asked was raised and I answered it this way, that 
there must be a better way to write accounting standards than the 
way they are written. It reminds me a lot of the Internal Revenue 
Code. It requires a battery of experts to even figure out what some 
of the things mean. 

Having said that, although that was a very complex standard, it 
was clear to us early on in this investigation that the strict require-
ments of FAS 133 were not met— 

Mr. FRANK. I agree. This is not a justification— 
Sen. RUDMAN. Now, are you asking was it easier to evade them 

or avoid them? I would say this, that any time documents like that 
can be written with greater clarity—and I believe the SEC and 
FASB are attempting to do that and have ongoing programs to do 
that—that would be in everyone’s interest because I can tell you 
that this is a very complex standard, although, to understand what 
happened here was not that difficult. 

The CHAIRMAN. The gentleman’s time has expired. The gen-
tleman from Louisiana, Mr. Baker. 

Mr. BAKER. Thank you, Mr. Chairman. 
Senator, again, I appreciate your work. It’s really an incredible 

thing to try to read through. I wish I could say that I made it 
through all 2,600 pages, but I’ve gotten through the first 600, 
which, even that has been a challenge. 

I’m targeting specifically—and there are a lot of areas I really 
would like to talk about. Although the lack of information flow to 
board members was obvious from the report, it would seem to me 
from the environment in which the corporation found itself with 
Freddie Mac having difficulty with the regulator and Congressional 
criticism, it would have been a time that board members should 
have exercised the highest standard of fiduciary conduct only for 
their own self-interest much less for the corporation and taxpayer, 
but I don’t have enough time to do all that today. 

In looking—and I’m not asking you to review this; I’m reciting 
it for the record—on page 46 of the report relative to a memo from 
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Ms. Spencer addressed to Mr. Raines on August 10, 1998, it states 
in part, priority one, the goal of making $3.21 per share the man-
aged earnings target which just establishing as a corporate prin-
ciple they were engaged in trying to manage that EPS figure at 
that time to meet street expectations. 

On page 49, there is referenced by Ms. Spencer an 8:00 a.m. 
meeting on Friday morning, January 8th, which for the record Mr. 
Raines does not remember participating in; however, Mr. Howard 
and Mr. Spencer discussed with Mr. Raines in that meeting from 
their view the amount of rollover which should occur and ulti-
mately, according to their view, Mr. Raines then became com-
fortable with the recommendation to record only a $240 million 
catchup. 

In the hearing memo, which you had not had, I do not believe, 
on October 6, 2004, Mr. Raines stated that the report—and at that 
time he was alleging the OFHEO report, not your report—that the 
company willfully violated GAAP in order to maximize executive 
bonuses. He says, going on, upon reading of this allegation, I re-
viewed the relevant facts. We have no facts, no materials, nothing 
to support the allegations. Based on the facts as I understand 
them, the $240 million was arrived at as part of analysis conducted 
by accounting. 

Then in response to my question which was, was there any dis-
cussion in which you participated relative to the determination of 
the catchup amount, Mr. Raines stated on the record, no, I did not 
participate in determining the amount of catchup. That was done, 
as I mentioned, within our financial function. 

My first question, in light of your review and the facts you’ve ac-
cumulated, is it possible that the precision with which the 3.2309 
was achieved was a mathematical business miracle or do you have 
reason to believe it was a result of some accounting manipulation? 

Sen. RUDMAN. There’s no question in our mind, Congressman 
Baker, it was the subject of some manipulation. And to give you 
the full texture of that, Alex Oh did that whole section for me and 
I think you’d find her response most interesting because it wasn’t 
just the amount that was not written down. The amount that was 
written down then left them with an additional problem. There 
were a number of accounting— 

Mr. BAKER. There’s a couple of more steps I’d like to get to be-
cause in—unfortunately we’re not like the Senate— 

Sen. RUDMAN. Right. I would think she could answer that ques-
tion briefly. 

Mr. BAKER. But let me do this, because I’m going on a train and 
I think it comes right to your station. When you—did you have rea-
son to believe that audit differences with KPMG, although not dis-
cussed by management to the board, were usual and customary or 
would that have been characterized as an aberrant act where—I 
can understand an auditor having a dispute, you sit down, you try 
to work through it, ultimately you don’t have a formal audit dif-
ference recorded. The time of this happening, management knew, 
it was not translated to the board. And I’m building a reason for 
making these statements. 

Since they did not disclose the audit difference, and the audit dif-
ference now is not material simply because the actions were not 

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00022 Fmt 6633 Sfmt 6633 F:\DOCS\30177.TXT HFIN PsN: TERRIE



19

GAAP-compliant, it’s not material because the amount in the over-
all business environment was so small, it is material and important 
merely because it enabled ultimately the ultimate bonus targets to 
be hit. 

As I understand it, the $200 million figure got you within the 
bonus subdivision at 3.22 but you weren’t home yet. The second in-
come adjustment got you to 3.2285; your next-door neighbors, but 
you’re still not home. The third was 3.2309, which then triggered 
the $27 million payout in bonuses to the executives responsible for 
making these determinations. 

My question, and you may be the best person to respond, is, 
given this relevant set of facts that it wasn’t one unilateral act 
where you were having a technical dispute with your accountant, 
where you made adjustments still not resulting in the maximum 
target not being hit, where you had subsequent, although minor, 
intended acts resulting in executives being rewarded for earnings 
they did not achieve, is it clear that this was a manipulation of fi-
nancials for personal remuneration? 

Sen. RUDMAN. In that instance the answer is yes, and I say that 
because when you look at each of these transactions that were ac-
cumulated, non-GAAP compliant, to reach this number, that’s the 
conclusion we reach as to 1998, 1999. 

Mr. BAKER. And at the level that the executives of Fannie were 
held from a corporate governance perspective—and by the way, Mr. 
Chairman, I just want to stick this Standard & Poors corporate 
governance rating, January 30, 2000—let me get my glasses 
quick—3, as part of the record for another purpose at a later 
time— 

The CHAIRMAN. No objection. 
Mr. BAKER. Thank you, Mr. Chairman. My point is that if it is 

pretty much acknowledged that these activities occurred, the next 
question that came to me is what do we do about it. On one hand, 
we have the regulatory necessity to build a corporate governance 
box going forward, but with regard to these specific actions, these 
fall into a different category. A new regulator won’t necessarily 
have the historical view we have. 

I believe it to be within the board’s authority to request or de-
mand a repayment of bonuses earned when they in fact are not le-
gitimately earned. I further believe that it’s the right of the regu-
lator at OFHEO to disgorge such earnings if he has a finding that 
it was fraudulently obtained. Not asking you to discuss whether 
this constitutes fraud. I’m merely asking, are either of those 
courses open to consideration by the board or have you—and you 
may not be able to disclose if you’ve had those discussions with the 
regulator. 

Sen. RUDMAN. I’m glad to discuss it with you, Congressman 
Baker. We, number one, have not had those discussions with the 
board but I can tell you that obviously those options are open to 
the company. They are always open to the company. There’s much 
precedent for that. Whether the company decides, based on this re-
port, to do that is obviously beyond our scope. 

I want to just say one other thing to you that’s important, and 
that is that I believe—and I’m going to have Mr. Massaro and Mr. 
Ellis correct me if I’m wrong—that there are now new standards 
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about materiality and audit differences that are required to be re-
ported to boards of directors. 

Will you comment on that, George, as to what I am referring to? 
Mr. ELLIS. Yeah. Subsequently, there are required communica-

tions with— 
The CHAIRMAN. Can you pull that microphone a little closer? 
Mr. ELLIS. I’m sorry. There are now subsequent communications 

with the audit committee that require the audit committee be pro-
vided with a list of unadjusted differences, so this would find its 
way to the audit committee in detail and that it’s been a require-
ment for several years. 

Mr. BAKER. I’ve exhausted my time. That’s the reason— 
Mr. FRANK. Will the gentleman just yield for 10 more seconds 

just so I could— 
Mr. BAKER. I want to jump to one more thing and then I’d be 

happy to yield. 
Mr. FRANK. Because I just want to express my agreement with 

him that they should get the money back, that there should be a 
request for that— 

Sen. RUDMAN. Congressman Baker, I just want to tell you that 
had that been in place, had that type of disclosure been mandatory 
at the time of this 1998, 1999 incident that you have very accu-
rately described, then my sense is that there would have been a 
different outcome. 

Mr. BAKER. Well, all other corporate executives are now subject 
to rules of conduct which reward professionalism and penalize 
those things which are not within the rails. This is not within the 
rails and whatever action that needs to be taken to make com-
pensation back to the shareholders, I think clearly it ought to be 
requested of the board and at appropriate time we will commu-
nicate with them and ask for your support of that recommendation. 

The CHAIRMAN. The gentleman’s time has expired. The gen-
tleman from Pennsylvania. 

Mr. KANJORSKI. I don’t know whether to call you Mr. Chairman 
or Senator or the Honorable. 

In listening to your analysis, particularly of the regulator’s activi-
ties up until 2002, it seems to me you had the CFO, you had the 
internal auditing, you had the external auditor, and then you had 
the regulator in place. So you had four checks. 

How in the world did they miss what was happening that the 
regulator could complement them on good governance and com-
plying with GAAP? 

Sen. RUDMAN. Well, Congressman, let me respond in this way. 
As far as the outside auditors were concerned, we of course were 
not tasked to investigate KPMG, although we did interview them 
and look at work papers and so forth, and my frank answer is that 
I don’t know how they reached the conclusion they reached, par-
ticularly in the area of FAS 133. That’s number one. 

As far as OFHEO was concerned—and I don’t think anyone pres-
ently at OFHEO would disagree with this, nor would former direc-
tor Falcone—former director Falcone appeared before the Senate 
Banking Committee, in I believe it was 2004 or 2003—it was 
2003—and testified at that time that the adequacy of resources and 
competence at OFHEO during that period was less than what it 
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should have been, and pretty much said to the Senate Banking 
Committee that our capacity to do our job at that time was not 
what it should have been. And I think that, to a large extent, over-
hangs all of the efforts of this committee and your counterpart on 
the other side of the Capitol to try to have a stronger regulator. 

There is no question that OFHEO blessed not only the account-
ing generally but, in 2002, blessed the FAS 133 accounting as well 
as the governance of the corporation generally. Mr. Falcone’s an-
swer, which I take at face value, was that they did not have the 
capacity to do what they should have been doing at the time. I 
agree with that. 

Mr. KANJORSKI. And I understand that. That’s testimony in 2003. 
But by affirmative action, they complemented Fannie Mae in 2002 
and for 4 or 5 years prior to that, that they complied and they had 
excellent governance. If he didn’t have adequacy to make that judg-
ment, why did he make that judgment? 

Sen. RUDMAN. Well, I can only say, Congressman, that it is up 
to this committee and the Congress as a whole to end up with a 
regulator that’s adequately funded and strong and competent. 
There is no question in the years leading up—and these problems 
at Fannie Mae didn’t start in 1998 or 1999. Some of them were 
more historic than that. 

The bottom line is that they, evidently, did not have the capacity 
to do the kind of in-depth examination that was required. As a 
matter of fact, as I’m sure you’re aware, it was only when they 
were allowed to hire an outside major accounting firm to help them 
with their special examination of Fannie Mae that they came to the 
conclusion which they have come to, which we essentially have con-
firmed in this report. 

Mr. KANJORSKI. Well, you’ve had an opportunity to look over the 
legislation this committee has passed through the House and the 
legislation that the Senate is putting together in regard to a new, 
stronger, world-class regulator. Do you think that we have now 
taken the appropriate action to create the type of regulatory body 
necessary so that this won’t happen in the future? 

Sen. RUDMAN. I believe you have and I think a wonderful model 
for the Congress is what has always been a highly respected gov-
ernment office, the Comptroller of the Currency. And when you 
look at what they do and how they do it and also certain parts of 
the Fed, that’s the model, it seems, and I think that’s the model 
you’ve tried to follow. 

Mr. KANJORSKI. Very good. I yield back the balance of my time. 
The CHAIRMAN. The gentleman yields back. The gentleman from 

California, Mr. Royce. 
Mr. ROYCE. Thank you, Mr. Chairman. I think the lesson today 

is that things can go wrong at the GSE’s and just as accounting 
can go wrong, so can other areas within the firm such as risk man-
agement. In the future, I think we have to recognize that it is pos-
sible Fannie Mae could make a mistake in managing its interest 
rate risk and could intentionally take more interest rate risk to 
meet their profit targets. 

And with these possibilities in mind and in light of the systemic 
risk that mortgage portfolios pose, I do not think the enormous in-
terest rate risk consolidated in the hands of two GSE’s is worth 
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any benefit that may or may not result. And I think that interest 
rate risk will continue to loom large until something is done about 
the size of these mortgage portfolios. 

As you noted on page 101 of your report, Fannie Mae’s out-
standing debt grew dramatically during the 1990s commensurate 
with the growth in its portfolio. The ability to hedge that debt 
against interest rate risk was a substantial component of Fannie 
Mae’s risk management. Fannie Mae used derivatives to hedge the 
interest rate risk associated with its debt and the notional amount 
of its derivative portfolio also grew tremendously during the 1990’s 
and into the 2000’s. 

Now, given that Fannie Mae’s portfolio investment business was 
the central driver of earnings growth throughout the last decade, 
it appears that this became a prime area for manipulated earnings 
or for presenting more favorable GAAP financial results. 

If the retained portfolio was significantly smaller, do you think 
Fannie Mae would have had problems of similar scale? That would 
be my first question. And the second question would be, during the 
period covered by your report, a number of key accounting changes 
took place, most prominently FAS 133. In your view, did the size 
of Fannie Mae’s retained portfolio and its hedging strategy make 
it arguably too difficult or possibly too costly to implement these 
accounting changes properly? 

Sen. RUDMAN. Well, to take your questions in order, Congress-
man, number one, obviously, if you had a smaller portfolio you 
would have a smaller hedge portfolio, you would have less risk. So 
that’s obvious. 

The second question, I’m not sure from what I’ve looked at that 
the accounting policies developed would have been a great deal dif-
ferent unless the portfolio was so small that every match could be 
done on an individual basis. 

Mr. ROYCE. During the period covered by your report, is it fair 
to say that a central part of the company’s culture was focused on 
steadily increasing earnings, would you think it likely that oper-
ational decisions during this period, such as the decision on grow-
ing the retained portfolio were driven by the same considerations? 

Sen. RUDMAN. Well, I really don’t know if I can answer that. My 
sense is that the accounting policies in place, the systems in place, 
and the level of competence in place would not have been any dif-
ferent, although I suppose the scale of the issue they were facing 
would have been smaller. 

Mr. ROYCE. It seems to me that when Fannie Mae made the deci-
sion to dramatically grow the outstanding debt and then to hedge 
against that with the interest rate risk, with the derivatives, the 
reality was that that gave a certain opportunity for managed earn-
ings. 

And one of the points that I have been making for some time is 
that to allow that type of interest rate risk on the books is—and 
I think my Senate colleagues have come to that same conclusion—
is to tempt people with an awful lot of opportunity to manage earn-
ings. 

Sen. RUDMAN. The only comment I would make, Congressman, is 
that I would agree with you totally that the Fannie Mae financial 
management structure we found in place in 2004 certainly was not 
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adequate to do what it was supposed to do. That is apparent with 
now, what, 18 departures from GAAP found in this report. 

Whether it is competent to do that today is something this com-
mittee will have to decide. 

Mr. ROYCE. Senator, thank you very much. I appreciate it. 
Thank you, Mr. Chairman. 
The CHAIRMAN. The gentleman’s time has expired. The 

gentlelady from California, Ms. Waters. 
Ms. WATERS. Thank you very much, Mr. Chairman. Thank you 

for this hearing. This is very important and I would like to thank 
the Honorable Senator Rudman for the work that he’s done with 
all of those who have contributed to getting this report so that we 
can begin to really, really, really understand what the problems 
are. 

Senator, I have this belief that following the problems with 
Freddie Mac, that Fannie Mae tried to do everything possible to 
avoid falling into the same trap. Certainly, an organization as big 
as Fannie Mae, with the resources that they have, with as many 
bright people as they had, would have wanted to clean it up and 
to get it right after Freddie Mac. It’s very difficult for me to believe 
that there would be any attempts to manipulate, to hide, to do 
something in the name of getting bonuses after the great exposure 
of the problem of Freddie Mac. So I want to know what has gone 
wrong. 

Now, I remember very vividly when Mr. Raines was before this 
committee, he said he had sought outside advice on FAS 133 and 
he had gotten that advice and they had used that advice. However, 
it seems that there are some questions about how to do it and it 
continues even until today. 

As I understand it, Freddie Mac still has accounting problems 
that they have to delay their 2005 reports; Fannie Mae does, too. 
What’s wrong that these big agencies can’t seem to get it right? I 
can’t simply believe that they don’t want to, that somehow, given 
all of this, they’re trying to trick somebody or fool someone. What’s 
wrong with FAS 133, the interpretation of how it works? Did you 
get into that in this report? 

Sen. RUDMAN. We certainly did and it’s covered in detail and I 
can only tell you that it’s our opinion, and certainly Huron’s opin-
ion, mainly, that as the SEC decided in December of 2004, that 
they got it wrong, completely wrong. And the reason for this mas-
sive restatement that you referred to in your comments is because 
they have a new outside auditor involved in what will be a year 
or maybe a two-year dive into the accounting and financials to be 
able to furnish certified financial statements to the— 

Ms. WATERS. Did they have an outside auditor that gave them 
counsel and advice on FAS 133 before? 

Sen. RUDMAN. Indeed. 
Ms. WATERS. And given that counsel and that advice, did they 

follow it? Did they use it as it was given to them, as it was advised 
to them? 

Sen. RUDMAN. Well, Madam Congressman, I would say this to 
you, that there is some question in our minds as to whether KPMG 
really understood how the FAS 133 accounting was being applied. 
They certainly were aware of what was being done but if they un-
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derstood the detail, it’s not clear to me. And frankly, I don’t know 
how they approved it because it was fairly obvious to us and to the 
SEC that it was incorrect. 

Ms. WATERS. Well, my question is this. If you’re getting advice 
from an outside auditor—I don’t care whether you’re Fannie Mae, 
Bank of America, whomever you are, and you’re following that ad-
vice, and it appears that everybody is having the same problem 
with FAS 133, what then do you do? 

Sen. RUDMAN. Well, I know that since the SEC made its ruling, 
a number of major American companies have decided to restate 
their FASB 133 application— 

Ms. WATERS. How many other companies fall within this cat-
egory? 

Sen. RUDMAN. I don’t know how many. I know several major 
companies. I have not followed— 

Ms. WATERS. Bank of America? I mean, who else? 
Sen. RUDMAN. I know General Electric made a public announce-

ment— 
Ms. WATERS. General Electric? 
Sen. RUDMAN.—that they were doing some restatement. There is 

no question that FAS 133 was misapplied by a lot of people. The 
question you ask, however, goes to really another issue and that 
was what did the auditors know and to what depth did they under-
stand the application. I don’t know. I cannot answer that question. 

Ms. WATERS. All right. Given the SEC’s evaluation and their con-
clusion about FAS 133, is it clear now that any firm or all firms 
can now follow the direction, the instructions of SEC and do a bet-
ter job with this? 

Sen. RUDMAN. I believe so, Congresswoman, because it’s been 
very clear and there’s been other literature since that time as to 
how this should be applied. But I want to just come back earlier 
to something you said. There is no question that if you had Mr. 
Raines here today—and we interviewed him at length, for 8 hours 
or so—he would tell you that he relied on the outside auditors and 
his own financial people. That is his contention. 

Ms. WATERS. Did the outside auditors agree with Mr. Raines that 
they had given him the advice and information that he said they 
had? 

Sen. RUDMAN. Well, the outside auditors did in fact approve the 
financials for those years that this restatement is now being—cov-
ering the restatement, so I expect they must have. 

Ms. WATERS. All right. Well, I think that’s important for us to 
know. And I appreciate several things about the work that you 
have done. Number one, as my cursory review of it, it appears to 
be very, very detailed and a lot of work has gone into it. I also ap-
preciate the fact that you made it very clear that you’re not here 
to answer the question about whether or not Fannie Mae is too big. 
You did not get caught up in whatever the confrontation is between 
FM Watch and Fannie Mae. You’re not in that mess. 

You’re here to talk about whether or not these accounting prac-
tices and some other things are followed; who was responsible; and 
the way that the accounting was done and other issues. So I thank 
you for clarifying that and I also thank you for not concluding that 
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some people should go to jail, some people should have to repay. 
That’s up for others to determine. 

Your work is as objective and as well done as you could possibly 
do it, and I thank you for not letting people put words in your 
mouth. 

The CHAIRMAN. The gentlelady’s time has expired. 
Ms. WATERS. Thank you. I yield back the balance of my time. 
The CHAIRMAN. Mr. Garrett. 
Mr. GARRETT. Thank you, Mr. Chairman, and thank you Senator 

Rudman for being with us today to discuss your report. And after 
reviewing your report, I think it’s only increased my resolve that 
something has to be done on a number of fronts as far as regula-
tion and also changes in other laws as well. 

Your report goes into quite a bit of detail as to how management 
pressed for specific earning levels to basically meet Wall Street’s 
expectations, in all of the so-called accounting areas either tried to 
hide financial losses or smooth over the system. I sit up here and 
I’m amazed, though, that to this day Fannie Mae does not still 
have current financial statements and they will not have them, as 
I understand, until the end of the year. 

If any other company in this country engaged in any of these 
practices and didn’t have those results, the investors in those com-
panies would be trying to sell that stock as quickly as they possibly 
can. But because this entity has the backing or the implied backing 
of the U.S. Government, when this report came out people weren’t 
selling the stock; the stock actually rose and there, I think, is part 
of the problem. 

I think we could get three points out of this. First of all, after 
Enron and Worldcom, as we stated before, Sarbanes-Oxley was 
passed to try to prevent situations such as those but it was 3 years 
later that we found with Fannie Mae the exact same thing was al-
lowed to occur. 

Your report seems to indicate that the board of directors, the au-
diting committee, the chairman, and independent auditors all met 
the current Sarbanes-Oxley’s requirements but they were still able 
to mislead everyone to a tune of $11 billion, or maybe more, since 
we don’t have their financials to this point. I think that should give 
everyone on this committee and this Congress pause, and give us 
an opportunity to go back and take a look at Sarbanes-Oxley as 
well to see how that has been implemented and whether other 
changes are made—necessary there as well. 

In addition, I find it amazing that had there not been a problem 
with Freddie Mac, that OFHEO would never have known anything 
was going on, would never have begun to look into Fannie Mae, 
and we might not be having this hearing today whatsoever. 

And finally, I find it interesting to note that, for all the expense 
of this report—and it was an expensive $65- or $70 million in-
quiry—that while we did spend a lot of time and discussion now 
on the accounting/mismanagement equation, there seems to be a 
lack or dearth of information with also operational problems. It’s 
my hope that those aspects will come out with further inquiry into 
the matter. 

Let me raise a couple of questions to you, then. Your report 
seems to go at great length but deals with—comes back with, in 
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my mind at least, an ambiguity as to their accounting practices, as 
to why they occurred. At times the report suggests that it was in-
competence or insufficient personnel or at other times it was inten-
tional. I refer to your report, page 399, where it says, ‘‘with the ex-
ception of the 1998 accounting changes which is previously dis-
cussed, we see little evidence that any individual policy or the poli-
cies in the aggregate were designed or implemented to manipulate 
Fannie Mae’s financial statements’’. 

Everything that I’ve heard so far and everything that I’ve seen 
in the report seems on the face of it—that cannot be believed that 
this was just an incident—one incident that you can say that was 
intentional and the other cases it was just purely by incompetence 
or mismanagement. 

I don’t believe that if you looked only at those areas that you can 
just say it applied to that one case. I would ask you to look also 
and comment on the company’s handling of accounting derivatives 
as you do in the report. It would appear that if you look at the de-
rivatives and the way that they were handled, it was intended—
it was an intentional action there as well to have a smooth rate of 
flow on the cash reports and resulted in the false application of 
FAS 133. This is exactly what occurred with Freddie Mac; they just 
did it in a slightly different way. 

So to come and say that it’s only the one instance where it’s in-
tentional is—troubles me. It’s not—certainly suggests that this was 
the only instance where it was manipulated for a particular pur-
pose. 

So I guess I would like to move it—the question to you, then, is 
were there other instances of that and were the operational defi-
ciencies affecting the management decisions as to the earnings? For 
example, did the company, in other words, engage in unnecessary 
exposures in other areas that would smooth their exposures and 
smooth their earnings and what-have-you? And that would go to 
the question also as the portfolio— 

Sen. RUDMAN. I will let Mr. Parker answer one of the parts of 
your question. Let me say that I think what we’ve said in this re-
port is that in terms of manipulating accounting for bonus targets, 
we did not find any evidence of that other than in 1998 and 1999. 
We have said consistently that meeting EPS targets was an obses-
sion with this company and much of the accounting that was done 
was for that purpose, which is, I think, a little different from what 
you’ve said. 

I’d like Mr. Parker to address— 
Mr. GARRETT. So the purposes was purely a managerial style, 

we’re putting a target on the wall, we’re going to aim it, not for 
the fact that we’re going to get more pay at the end of the year, 
it’s just that this is what we’re going to aim for for the good of 
whatever else, we’re just going to aim for that target? 

Sen. RUDMAN. Congressman, if you want to believe that, that’s 
fine. All we can do—we have strong evidence for 1998 and 1999 
and that may be—you may be right. But we can only deal with evi-
dence that we found. The evidence for 1998 and 1999 is clear, and 
we would not want to make assumptions or speculations. Others 
are free to draw different conclusions from the same facts. 
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I want Mr. Parker to address one part of your statement, which 
I think is important. 

Mr. BAKER. And if I may, Mr. Garrett, your time has expired but 
the gentleman certainly can respond. 

Sen. RUDMAN. Brief response, Bob. 
Mr. PARKER. Yes, thank you. Congressman, you pointed out— 
Mr. BAKER. [presiding] You need to pull your microphone a little 

closer. We’re still not hearing you well. 
Mr. PARKER. Thank you. Congressman, you pointed out a sen-

tence on page 399 and let me just clarify what now appears to be 
an ambiguity. 

The sentence that you read is from a chapter involving the ac-
counting for certain affordable housing partnerships. What we were 
addressing in that sentence were the general policies—the general 
accounting policies regarding the affordable housing partnerships. 

In 1998, one of the accounting changes that was made coinciden-
tally with the recognition of the $240 million in premium discount 
amortization adjustments was a change in accounting in a related 
area involving these affordable housing partnerships. So what we 
were trying to do in this sentence was make clear that our 1998 
conclusion stands but with respect to the accounting for the afford-
able housing partnerships generally, this was our finding. 

And of course, I concur with Senator Rudman’s remarks regard-
ing the findings with respect to other accounting policies, some of 
which we do say that there were accounting decisions made to en-
sure stable earnings growth or other kinds of policies in that re-
gard. 

Mr. BAKER. Thank you. The gentleman’s time has expired. 
Mr. Watt. 
Mr. WATT. Thank you, Mr. Chairman. Senator Rudman, obvi-

ously I haven’t read 1,700 pages of your report, but every report 
I’ve seen on it, and certainly the testimony that you’ve given today, 
indicates that you all have done a fantastic job of getting down in 
the trenches and figuring out what was going on, and you’ve cer-
tainly done a great job today in your testimony of laying it out for 
this committee. And my colleagues have asked some exceptionally 
good questions. 

I just have one question, really, and I don’t think it will take 5 
minutes, and maybe it will take somebody on your team to answer 
it. It’s an accounting question. On page 5, in number 3 of your pre-
pared testimony, you talk about this $240 million of premium dis-
count amortization expense in 1998 when it should have been $439 
million. That’s $199 million difference. 

I’m just interested in knowing what happens to that $199 mil-
lion. Did it—as an accounting principle, does it get rolled to the 
next year or does it get forgotten about? What happens to that? 

Sen. RUDMAN. I will have Ms. Oh answer that for you, Congress-
man. 

Ms. OH. Under FAS 91, that $199 million was required to be rec-
ognized in 1998, so the entire $439 million should have been recog-
nized— 

Mr. WATT. I understand that. I’m talking about when it wasn’t 
recognized, what happens to it. 
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Ms. OH. What in fact happened here is Fannie Mae deferred it 
into 1999, and reduced the $199 million through periodic on top ad-
justments of regular $8 million entries per month. 

Sen. RUDMAN. All of which was not compliant with GAAP. 
Mr. WATT. Tell me what that means when you say on top adjust-

ments because I—I mean, when I first heard about this, it seemed 
to me that if you got $199 million worth of difference in expense 
one year, you don’t recognize it one year, it just gets rolled to the 
next year. So it might benefit you one year but the next year it’s 
going to catch up with you. And if it doesn’t catch up with you that 
year, it’s going to catch up with you at some point unless some-
thing happens. 

So what I’m trying to figure out is what is this $8 million adjust-
ment? Did that make it go away or did that just defer it into some 
subsequent year? Is it going to catch up at some point regardless 
of what you do? That’s what I’m trying to figure out. 

Ms. OH. I understand, Congressman. What happened here—
you’re right in your assumption that it eventually will catch up 
with you because you have to write off the $199 million in expense 
at some point. What happened here is under FAS 91, as interest 
rates change, you’re supposed to renew your calculations periodi-
cally. 

And what happened in 1999 is that the interest rates went back 
up and there was no further need to recognize an expense position 
on the catch-up. Nevertheless, the company continued to recognize 
the $8 million on top entries, which is equivalent to just writing 
off $8 million as expense every month because they were trying to 
create a reserve for future interest rate volatility that would gen-
erate additional catch-up. 

Mr. WATT. So within that 2-year period or within maybe a 5-year 
period, would you come out essentially the same place? 

Ms. OH. Well, that would all depend on the interest rates and 
mortgage holders prepayment— 

Mr. WATT. But if you were taking it as an expense, even if inter-
est rates went up or down, you’re offsetting it against something 
that it wouldn’t otherwise have been offset against; isn’t that right? 

Ms. OH. Well, if you were to do a periodic assessment of the 
catch-up based on current interest rates, it may be that the ex-
pense position flips into an income position entirely so there’s noth-
ing to offset against. 

Mr. WATT. Yes. Okay. All right. That’s the—I’ve been wondering 
about that $199 million. I could use it, so it kept me awake at 
night. 

Ms. OH. Glad I can help. 
Mr. WATT. Ever since I first heard about it, I’ve been worrying 

about it. 
Mr. FRANK. I don’t think the question has kept anybody awake 

this afternoon. 
Sen. RUDMAN. I think the important part, Congressman, is that 

it was not handled the way it should have been handled under— 
Mr. WATT. In that year. 
Sen. RUDMAN.—in that year— 
Mr. WATT. Are you saying that in subsequent years it wasn’t 

handled the way it should have been handled, either? 

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 F:\DOCS\30177.TXT HFIN PsN: TERRIE



29

Ms. OH. That’s correct. 
Sen. RUDMAN. That’s correct. 
Mr. WATT. Okay. All right. I’m not trying to finesse anything 

here. I’m just trying to figure out whether— 
Mr. BAKER. Would the gentleman yield on that point, just to 

make sure I’m getting—I don’t want to get confused here. The on 
top $8 million going forward was a reserve account against future 
volatility which was not GAAP compliant. 

Ms. OH. Right. 
Mr. BAKER. So even not rolling the $200 million was not GAAP 

compliant, but the on top calculation going forward is akin to a 
bank which cannot expand its loan loss reserve account for future 
volatility. That’s prohibited by the FDIC. So this is a customary 
understood business practice which they did not comply with. Is 
that fair? 

Ms. OH. That’s correct. 
Mr. BAKER. Is that okay? 
Mr. WATT. I appreciate the gentleman’s edification of that. It will 

help me to sleep better tonight. Thank you. 
Mr. BAKER. I got more where that came from. 
Mr. Hensarling. 
Mr. HENSARLING. Thank you, Mr. Chairman. And Senator, wel-

come to the committee. As a former aide to a certain former sen-
ator from Texas with whom you’re well acquainted, I recall fondly 
the days when half of America thought your first name was 
Graham. And even though this is the Financial Services Com-
mittee, and not the Budget Committee, I certainly want to thank 
you for your work as being one of the few successful Members of 
Congress to actually restrain the growth of the Federal budget at 
the expense of the family budget. 

Getting down to Financial Services business, obviously there’s 
been a lot of testimony and focus upon trying to level out the earn-
ings volatility that Fannie Mae had and you speak of their kind of 
corporate culture. And I believe on page 6 of your testimony—let’s 
see—we found substantial evidence in a number of specific in-
stances and overall that the company’s accounting and financial re-
porting policies and procedures were motivated by a desire to show 
stable earnings growth, avoid income statement volatility. 

As a former officer of an investment management firm that ran 
a hedged equity fund, I know through experience that the market 
does place quite a high premium on the smoothness of earnings, 
the lack of volatility. Was it within the scope of your investigation 
or do you have an opinion as far as Fannie Mae’s activities in arti-
ficially smoothing out their earnings, what did this mean to Fannie 
Mae? What did it do to their market cap? How was it valuable to 
them to engage in this activity? 

Sen. RUDMAN. Obviously when earnings are managed within the 
rules, they’re allowed to be managed. Many American corporations 
manage earnings through perfectly legitimate applications of 
GAAP. What we found was the way Fannie had in fact established 
reserves, managed earnings, was beyond GAAP. 

I think one of the interesting things about the work that we’ve 
done is that the company going forward has a whole new approach 
to accounting policy and I think I could probably predict with some 
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certainty it will be a long time before Fannie Mae does any ac-
counting acrobats to hit a particular target. I think they’d rather 
face the music in the year that it happened. And I think that is 
probably the good result of all that’s happened in the last few 
years. 

But earnings management in this country is not necessarily a 
bad word, as long as it’s done within legitimate bounds of GAAP 
accounting. We found 16 or 17 examples of non-GAAP accounting, 
particularly one we’ve just discussed with the Congressman who 
just left and with the chairman of the subcommittee. 

Mr. HENSARLING. In looking at your testimony, I read in vir-
tually every instance we examined, Fannie Mae’s accounting was 
inconsistent with GAAP. In virtually every instance we examined. 
Harken to my colleague from New Jersey’s earlier questioning, but 
for the implicit guarantee of the Federal taxpayer given this type 
of accounting and given the quantity of the accounting 
misstatement, which appears to rival that of Enron and 
Worldcom—I’m expressing no opinion on any malevolent intent at 
this point—but, but for that implied taxpayer guarantee, do you 
have an opinion of what would have happened to Fannie Mae’s 
market cap or how they would have been punished in the market-
place when this discovery was made? 

Sen. RUDMAN. Well, I can’t answer that in any authoritative way. 
I think it’s fairly obvious that if a company is supposed to earn a 
certain amount according to the financial markets and it doesn’t 
meet the targets, that generally is not healthy for the stock of the 
company and the capitalization normally goes down. 

One of the reasons that companies try to maintain stable earn-
ings is to try to maintain a stable stock price with some growth. 
Obviously that is one of the things that we found happened here. 

Mr. HENSARLING. Senator, like many other members of this com-
mittee, I have yet to wade through the roughly 700-page report and 
2,000-page addendum and in the interest of candor I’m unlikely to 
do that. 

My last question, since I’m running out of time here, is we’ve had 
representatives previously, I believe, of Fannie Mae who’ve testi-
fied that they are capable of hedging their interest rate and pre-
payment risk of their mortgage-backed securities, which I believe 
is now roughly an $800 billion portfolio. 

Is it a fair reading of your report that there were many instances 
when that often was not true? 

Sen. RUDMAN. George, do you want to take that? 
Mr. HENSARLING. Have I finally stumped the man? 
Sen. RUDMAN. I’m going to let Mr. Ellis take that because he 

looked at that particular issue. 
Mr. ELLIS. I think what we found is we found issues with the ac-

counting for their derivatives. We did not find anything that would 
indicate that economically they had entered into bad transactions, 
transactions that did not economically hedge their portfolio. But 
again, it was really looking just at the accounting issues and how 
they applied the accounting guidance in FAS 133. 

Sen. RUDMAN. And I want to just follow up if I may, Mr. Chair-
man. You know, it’s very important that the market understand 
what the true value is of these portfolios and that’s the reason that 
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FAS 133 was adopted so that in fact there was an assessment of 
value each year. You know, people talk about the $11 billion re-
statement. That doesn’t necessarily—that doesn’t tell you how 
much will eventually be written off, if any. It has much more to 
do with the timing of when those—how those affected the income 
statements over the years that are covered by the restatement, 
which is why it’s going to take a year-and-a-half or 2 years to fig-
ure it all out. 

Mr. HENSARLING. Thank you, Senator. I see my time is up. 
Mr. BAKER. Let me just—I hate to keep doing this but on clari-

fying that issue that the gentleman from Texas was just raising, 
there was at one time an issue relative to their duration gap. They 
had self-imposed bans of 90 days and they got out to 14 months. 
Just as a broad brush, you did not get into the issue of duration 
gap. 

Sen. RUDMAN. We did not. 
Mr. BAKER. Okay. Thank you very much. Mr. Davis. 
Mr. DAVIS. Thank you, Mr. Chairman. Senator, in the same in-

terest of full disclosure, I’ve got to make it through Doris Kearns 
and Taylor Branch until I get to your 700 pages, so it may take 
me a while, too. 

Let me make an observation and get your reaction to it and let 
me frame it by saying that while I’m a 3-year youngster of this in-
stitution, I remember your work very well and you’ve had an enor-
mously honorable career and you clearly continue that in the work 
that you do now and you make an interesting point that one can 
be in the U.S. Senate and simply decide to be a good, thoughtful, 
effective member and never get obsessed with running for Presi-
dent of the United States. So I thank you for the power of that ex-
ample. 

Let me tell you, I think, the one criticism that I think could be 
advanced frankly of this report, and I mean this as constructive 
criticism. Obviously, as you know, this report will carry an enor-
mous amount of weight because of the power and the throw weight 
of your reputation and the power of your law firm and its reputa-
tion. 

There’s no question this was a thorough, incisive, and detailed 
report. There’s every reason to believe that the SEC and the Jus-
tice Department will take this document seriously. Obviously the 
Justice Department and the SEC are in the process of making an 
evaluation as to liability, as to culpability and, in the real world, 
this is perhaps something that will inform their judgment. 

Having said that, there’s a little bit of a pattern that I can see 
in the opening statement that I suspect is contained in the report 
of being a little bit indiscriminate in the use of the word manage-
ment. Obviously we have two players whose reputations are at 
stake: Mr. Raines and Mr. Howard. You make the observation that 
Mr. Raines was interviewed for 8 hours; you make the observation 
Mr. Howard declined to be interviewed. 

Look at page 7, for example, of your opening statement. It says— 
Sen. RUDMAN. Of today’s statement— 
Mr. DAVIS. Today’s statement. Paragraph 6 says, ‘‘although 

Fannie Mae’s top management professed a desire’’—and you talk 
about the culture of suppressing dissenting viewpoint, it’s a ref-
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erence to top management. In the next paragraph, paragraph 7 
says, ‘‘management tightly controlled the flow of information to the 
company’s Board’’. Then, a few sentences later, ‘‘in particular, we 
noted many instances in which management assured the Board’’ of, 
in effect, falsities, frankly, regarding GAAP compliance. 

Then paragraph 8, ‘‘the Board relied heavily on senior manage-
ment’’. To a layman reading all of this, to a lawyer reading all of 
it, top management may imply Mr. Raines and Mr. Howard; man-
agement may imply them or someone else. It’s very hard to read 
the report and necessarily follow that particular track and that’s 
something that strikes me as a concern. 

Someone reading this could make certain assumptions about Mr. 
Raines that could be erroneous, or could make certain assumptions 
about Mr. Raines and Mr. Howard together that could be erro-
neous. Do you take that concern as a valid criticism of this report? 

Sen. RUDMAN. I think when you read the entire 616 pages, it be-
comes clear as to who we are talking about. We are talking about 
senior management of this company which covers, you know, the 
top four, five or six people who changed from time to time during 
this period, 1998 to today. We are certainly talking about the CEO 
who was also chairman at that time, and the CFO. We are talking 
about certain people who had major management roles, although 
not in the office of the chairman, in various control functions, audit 
functions. That’s who we’re talking about. 

When we talk about senior management or top management, 
we’re talking about probably about eight to ten people at the most, 
and if you read the report, as I’m sure you eventually hopefully will 
get a chance to do on a long flight somewhere, you will find that 
it is not hard to identify who we are talking about. 

One of the things we tried to do, Congressman, in this report is 
we only could deal with evidence, both testimonial and documen-
tary. And if we could not support with a footnote, with a document, 
what we have said, we didn’t say it. We put a heavy burden on our-
selves to make sure we were fair to everybody but we had no con-
straints on us and we said whatever we felt ought to be said, and 
I’ll stand on that. 

I would agree with you that maybe it would be clearer if each 
time you used the word management or top management you put 
out a string of names who we’re talking about, but I think if you 
look at the report itself you’ll find it’s self-explanatory. 

Mr. DAVIS. Let me ask a quick question because time is running 
out. The observation that there are instances in which manage-
ment assured the board that the accounting policies were GAAP-
compliant, did you come across any direct evidence that Mr. Raines 
participated in those assurances to the board? 

Sen. RUDMAN. We have made an affirmative finding in this re-
port that although we ultimately hold Mr. Raines responsible for 
a series of errors that are outlined in numbers one through eight 
of today’s statement, we could find no evidence, testimonial or doc-
umentary, from anyone or any place that Mr. Raines knew that 
what was being suggested to him by his own accountants and his 
own internal people was non-GAAP compliant and he stated that 
repeatedly during his 8 hours of testimony. Now, that’s all we have 
to go on. 
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Mr. DAVIS. And if the Chair would indulge me a little bit with 
just a couple of quick questions. 

The first one is obviously you’ve testified very correctly about 
OFHEO’s inadequacies, the lack of staffing and so on. Did you—
and I’ll ask you for quick answers because of time. Did you come 
across any direct evidence that anyone at Fannie Mae had affirma-
tively misled OFHEO regarding the accounting standards and 
GAAP-compliance? 

Sen. RUDMAN. No, I don’t believe we came through evidence of 
active misleading of OFHEO or anyone else. 

Mr. DAVIS. And the last question, if the Chair would indulge— 
Mr. BAKER. Yes, it’s the last question. 
Mr. DAVIS. Last question— 
Sen. RUDMAN. Although I want to say that there is evidence 

you’ll see in the report of not maybe going forward and getting fur-
ther articulation on FAS 133, which maybe they should have done. 
There’s also a question as to how much they revealed in certain in-
stances to their outside auditors, and we say that as well. 

Mr. DAVIS. Last question. Obviously one of the primary issues 
from a policy standpoint is what the Congress should do with re-
spect to the capital requirements, portfolio limitations. You make 
it very clear in your report and in your testimony today that the 
only concern of your investigation had to do with issues that don’t 
relate to safety and soundness and that implicitly suggests that—
well, let me frame the question a slightly different way. 

A lot of the momentum behind the portfolio changes and behind 
the changes in capital purport to be related to safety and sound-
ness. The argument is that we need to do these things to create 
a stronger safety and soundness structure. I think it’s important 
that your report seems to indicate that you wouldn’t weigh into 
that, you wouldn’t take a stand on the side of that position and 
argue that the portfolio and the capital changes need to be made 
for safety and soundness reasons. 

Sen. RUDMAN. I think our report does bear on safety and sound-
ness in terms of the financial structure because obviously without 
a good financial structure, you’re not going to have safety and 
soundness; good numbers might not mean anything. 

As far as the issue of the composition, the character, the size of 
the portfolio, I’ll only say this: that there are people in this country 
who are economists and risk managers and risk experts that can 
give testimony to this committee or the Senate committee as to 
their assessment of what this risk is and I’m sure the Chairman 
of the subcommittee, now presiding this afternoon, knows who 
those people are. 

We do not consider ourselves to have the expertise to offer any 
kind of a reasonable opinion. And I was in the Senate, Congress-
man. I offered a lot of opinions in which I had no expertise. I don’t 
have that liberty anymore. 

Mr. DAVIS. It’s a requirement of being in the Congress, Senator. 
Mr. BAKER. The gentleman’s time has really now expired. 
Mr. Campbell. 
Mr. CAMPBELL. Thank you, Mr. Chairman, and thank you, Sen-

ator. 
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We talked a lot about reducing the earnings volatility and the ob-
jective of smoothing earnings. Sometimes when that’s your intent, 
there is a motivation to understate earnings in addition to the mo-
tivation to overstate earnings. A lot of what we’ve heard about 
today is overstating earnings relative to GAAP. 

Did you find examples of both overstatements and understate-
ments? 

Sen. RUDMAN. Yes, there was. And the report indicates there 
were years where there were certain holdbacks because they felt 
the following year might need more income. Yes. The answer is yes. 

Mr. CAMPBELL. If, then, you take all the overstatements and un-
derstatements and offset one against the other, though, there’s an 
overall general overstatement, I gather, of earnings and it’s not 
simply just a smoothing exercise that involves misreporting the 
earnings in one period or another. 

Sen. RUDMAN. Well, I think that’s exactly what Deloitte & Tou-
che is now engaged in. The reason, as the chairman referred to, 
that there is a restatement is nobody really knows the answer to 
that question. They have to go through the derivative portfolio and 
then through a whole number of accounting issues. 

You may have noticed that yesterday Fannie Mae announced 
they had found other accounting issues; not major issues, but other 
issues. Not surprising. I expect there will be more of that and when 
that is all done and a statement is delivered to the SEC and cer-
tified, then that will answer your question. We have no way of 
knowing that answer. 

Mr. CAMPBELL. At this point we just don’t know if it’s merely 
misstating within a period or if in fact the current balance sheet— 

Sen. RUDMAN. And the SEC— 
Mr. CAMPBELL.—is improperly stated. 
Sen. RUDMAN. The SEC is very concerned about what you report 

in a period because that is what the market reacts to. 
Mr. CAMPBELL. Obviously. No, I understand that. I’m just trying 

to understand whether there’s a pattern of continuously overstating 
earnings or whether there’s this smoothing pattern and you’ve indi-
cated it appears to be more the smoothing pattern. 

Sen. RUDMAN. I cannot say and we won’t know that for another 
year. 

Mr. CAMPBELL. But we don’t know where we are. Okay. One 
other question relative to the earnings per share and the bonuses 
relative to earnings per share. Those earnings per share bonuses 
included the chief financial officer and the controller whose pri-
mary responsibility it is to determine the earnings per share num-
ber? 

Sen. RUDMAN. There are a large number of people, 20 or 25, that 
were in that pool and it certainly included those people. 

Mr. CAMPBELL. Including those people— 
Sen. RUDMAN. Oh, yes. 
Mr. CAMPBELL.—in accounting and finance— 
Sen. RUDMAN. Right. Right. 
Mr. CAMPBELL.—primary responsibility it was to determine that 

number. 
Sen. RUDMAN. Exactly. 
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Mr. CAMPBELL. Did you in your analysis make a—well, is the 
company still paying on that basis—still paying earnings per share 
bonuses as they were? 

Sen. RUDMAN. They have changed radically— 
Mr. CAMPBELL. To? 
Sen. RUDMAN.—to a system that blends a number of metrics. 

They did that with our help and with consultants that they hired 
to try to change the methodology for awarding incentive bonuses. 
And I will just take 30 seconds of your time, Congressman. 

Mr. CAMPBELL. Please. 
Sen. RUDMAN. It’s very interesting to me the evolution of this 

whole subject. You all recall that during the 1990’s there was a lot 
of upset in the Congress about executives being paid when their 
companies performed poorly, and that was a legitimate complaint. 
Now, they decided to change and they figured the best target was 
an EPS target because that was the purest expression of how the 
company was doing. We now find the problem with that is that 
there are all these accounting shams and ways to make adjust-
ments from year to year that could make those targets more 
achievable. 

So what Fannie, recognizing that, did was to bring in an entirely 
new compensation consultant. They worked with us to find out 
what we were developing from the past history, and developed a 
compensation system which has been fully disclosed to OFHEO and 
I’m sure available to this committee if it’s interested. 

Mr. CAMPBELL. One last question, if I may. I’m actually a CPA; 
I don’t know how many there are on this committee but there 
aren’t a lot, but this is very complicated stuff. And derivatives are 
very complicated and accounting for derivatives is even more com-
plicated. 

To what degree do you think that this is more incompetence or 
under-education—you alluded to that earlier, that there is at least 
some of that wherein people were not qualified to review and make 
these decisions—versus some kind of intentional act? 

Sen. RUDMAN. That’s always hard to determine based on the evi-
dence you have, and of course we don’t have the right of subpoena 
and so, you know, there are some people, one in particular, I would 
have liked to have talked to who we didn’t. But my observation 
would be that, number one, it was a very difficult standard to in-
terpret but the way they interpreted it was just flat out wrong and 
we say that in the report. 

This was not some innocuous interpretation. It was very clear to 
the SEC several months after this inquiry started back in 2004 
that they weren’t on even the right page in their interpretation and 
it was our conclusion as well. 

Mr. CAMPBELL. Thank you very much. Thank you, Mr. Chair-
man. 

Mr. BAKER. The gentleman’s time has expired. Mr. Cleaver. 
Mr. CLEAVER. Thank you, Mr. Chairman. Senator Rudman, I am 

very impressed with your great and exhaustive investigation and 
I think everyone here has mentioned how much you are revered 
around this place. I think it is important for us to know what went 
wrong with Fannie Mae and of course we must make whatever 
changes we can or take some curative action. 
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But having said that, and now moving forward, this committee 
approved what I consider to be a major change in Fannie Mae’s 
portfolio that would allow 5 percent of profits to provide for badly 
needed affordable housing and we, at this particular juncture in 
the history of our Nation, need that passed more than ever if you 
consider what’s going on in the Gulf Coast area. 

Do you think that these changes that we are proposing, which 
are still over in the Senate, are acceptable ways for Fannie Mae 
to deal in some areas that they have not previously touched? 

Sen. RUDMAN. Congressman, you know, I would like to answer 
your question but I really—I’m not in a position to, not because I 
don’t want to but because I don’t have an opinion. The only part 
of the legislation I have looked at very closely, both the Senate and 
the House side, is the legislation in terms of strengthening the reg-
ulator, which I fully concur with. 

As far as these policy issues as to how the investments ought to 
be made, what should be done with portable housing, with low in-
come housing, how the portfolio ought to be adjusted, I really don’t 
have an opinion because I truly don’t know. 

Mr. CLEAVER. That’s the problem. We shouldn’t have had a Sen-
ator—I could have probably tricked somebody else into answering 
the question. I really didn’t think you were going to answer. 

Sen. RUDMAN. Well, somebody at this table may have an answer 
but I don’t. 

Mr. CLEAVER. I’ll go to them; it’s probably too late, now. I was 
just very much interested in whether or not you thought that 
Fannie Mae could actually—that the legislation that came out of 
this committee was actually legislation that was helpful to Fannie 
Mae and would be beneficial to the country, and I understand your 
answer. 

But going back, you—in the report you said that the information 
flow to the board was tightly controlled by management. Now, is 
that different than any Corporation, any eleemosynary institution, 
even the Congress? I mean, to some degree we are a board of direc-
tors and we don’t get information— 

Sen. RUDMAN. Well, that’s a whole different— 
Mr. CLEAVER.—tightly controlled—but, yeah, that’s another—but, 

you know, I’m concerned—it seems to me that we have an issue 
here that is more related to character than systems and if that is 
the case, then there may be some people whose character flaws are 
spilling over on some others who don’t deserve to be painted with 
this broad brush that I think many people in the country now have 
of the top people in Fannie Mae. 

Sen. RUDMAN. Congressman, let me just refer to your question 
broadly. There is no question for a lot of years in this country 
boards of directors generally were not terribly active. They tended 
to be tightly controlled by the company, they were not independent. 
That’s all changed. 

It changed—actually, it started to change before Sarbanes-Oxley; 
it’s changed in a major way since Sarbanes-Oxley. And today, the 
overwhelming number of companies are moving towards more 
transparency in terms of the board and boards have more responsi-
bility and more accountability than they had before the events of 
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Sarbanes-Oxley and other civil litigation that has taken place since 
that time. 

So I think that Fannie Mae certainly was not the only company 
that tightly managed information flow but I will say that there 
were certain aspects of disclosure to the board which were de-
scribed in this report which I thought were rather egregious in the 
sense that they should have been more informed than they were. 

Mr. CLEAVER. I yield back the balance of my time, Mr. Chair-
man. 

Mr. BAKER. I thank the gentleman. Ms. Kelly. 
Ms. KELLY. Thank you, Mr. Chairman. 
Senator Rudman, were you aware of the First Beneficial case be-

fore you were hired by Fannie Mae? 
Sen. RUDMAN. First Benef— 
Ms. KELLY. The First Beneficial case. Were you aware of the 

First Beneficial case before you were hired by Fannie Mae? 
Sen. RUDMAN. I was not personally aware of that case. 
Ms. KELLY. Did you have the opportunity to review that case 

during your investigation? 
Sen. RUDMAN. I seriously doubt it unless it had to do with some-

thing that we were looking at. Is this something up in the Philadel-
phia area? 

Ms. KELLY. It was a major fraud case, sir, and it involved Fannie 
Mae, and I’m curious about how a major fraud case involving 
Fannie Mae would not be within your remit to examine how the 
internal controls and safety of soundness of the company. 

Our review of the case in my committee found that Fannie Mae’s 
behavior in this case was motivated by wanting to hit compensa-
tion targets for regional executives. It might be a good thing if 
there’s somebody else at this desk who could answer that question. 

Sen. RUDMAN. I don’t think anyone here can. You can under-
stand, Congresswoman, that we were given a scope to look into. We 
had a lot of information to look at. What year was that case de-
cided? 

Ms. KELLY. 1998 to 2002. 
Sen. RUDMAN. Yes. We had no knowledge of that case, nor was 

there any information about that case produced to us. And I might 
say that we put out a major bit of notification to the company and 
anyone else who was interested to be in communication with us 
and many people were, but nobody informed us about that case. 
We’re unaware of it. 

Ms. KELLY. Senator Rudman, perhaps you could comment on the 
compensation culture at Fannie Mae during that time, 1998 to 
2002. 

Sen. RUDMAN. Well, what we have said in the report is that the 
events of 1998 and 1999, as I’ve testified before here previously, led 
to managing and earnings targets through improper accounting 
procedures which also one of the motivations was to maximize bo-
nuses under the incentive plan for that year. We did not find that 
activity in terms of specifically bonus targets in the years there-
after. 

Ms. KELLY. The vice president of Fannie Mae for the region at 
the time of this particular case I’m talking about was a man named 
Samuel Smith, III. He was promoted from regional vice president 
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for single family housing to national vice president of single family 
housing in spite of his having presided over Fannie Mae’s relations 
with the First Beneficial case—with First Beneficial. 

It seems—my question now is whether or not Fannie Mae has 
sufficient controls on officer promotion within the company to pre-
vent that kind of behavior from being rewarded in the future. 

Sen. RUDMAN. Congresswoman, I would say the answer to that 
is, frankly, I don’t know but it certainly seems to me the sort of 
thing you ought to communicate to the company since you obvi-
ously have extensive knowledge of the issue. Understand, our in-
vestigation was based on a set of challenges referred to us by 
OFHEO from its September and February issuances to the com-
pany and thus to us and we looked at those issues. 

Had someone brought that issue to our attention and had it had 
relevance to what we were doing, we certainly would have looked 
at it. Neither of those things happened. 

Ms. KELLY. So if I understand you correctly, OFHEO did not ask 
you to take a look at any of these cases other—they gave you a 
straight portfolio and you did not look beyond that portfolio; is that 
correct? 

Sen. RUDMAN. Only—well, they gave us a portfolio but we had 
full ability to look beyond the portfolio but it would have had to 
come within the portfolio of what we looked at. For instance, it cer-
tainly did not come in within any of the accounting issues. We had 
16 accounting issues to look at. I doubt that what you’re talking 
about is an accounting issue. 

Ms. KELLY. Sir, I just wanted to ask you, because I clearly didn’t 
understand—it sounded to me like it was they gave you a portfolio 
and you looked at the portfolio but you were able to look outside 
the portfolio but if it wasn’t in the portfolio you couldn’t look at it. 
I didn’t quite understand what you were trying to tell me. 

Sen. RUDMAN. Well, let me try to be clear, Congresswoman. I’m 
sorry for being obscure. If you look in the report and the supple-
ments, you will find two communications from OFHEO, one in Sep-
tember, one in February. They define the scope of work they wish 
us to look at. Had any of that information related to the case you’re 
talking about, we certainly would have looked at it. Evidently, it 
didn’t. 

Also, I might point out, there are a number of litigation matters 
Fannie Mae has been involved with over the years and unless they 
had some relevance to what we were doing, we certainly did not 
look at them. 

Ms. KELLY. Well, in this instance, sir, the—what happened was 
Fannie Mae sold bad mortgages to the Federal Government. It 
would have been a good thing to take a look at. I’ve run out of 
time. Mr. Chairman, you may want to pick that up. 

Sen. RUDMAN. Mr. Parker might have an additional response on 
that issue. Bob? 

Mr. PARKER. Congresswoman, if I understand—I believe I now 
recognize the matter you’re referring to. If I understand, I believe 
it was down in North Carolina. And the matter arose and was 
being investigated. If my recollection is correct, there were issues 
of that sort that were raised during the scope of our investigation. 
In other words, the matter was broached and was looked into dur-
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ing our investigation and was being looked at, as I recall, by other 
government agencies. So that is not something we decided to dupli-
cate or to bring within our scope at that time. 

Ms. KELLY. But you did not mention it in your report. 
Sen. RUDMAN. No. 
Mr. PARKER. No, because we didn’t do any activity with respect 

to it. 
Sen. RUDMAN. If a governmental agency were actively involved in 

an investigation, we certainly would not refer to that in our report. 
That would not be appropriate for us to do. 

Mr. BAKER. The gentlelady’s time has expired. Mr. Price. 
Mr. PRICE. Thank you, Mr. Chairman. Senator, I appreciate you 

coming today. I also want to lend my voice to those who have rec-
ognized your service, past and present, and I’m honored to have 
you before the committee and recognize your budgetary work that 
you’ve done in the past and I appreciate it so much. I also want 
to thank your colleagues for joining us today. This is a remarkable 
indictment, truly, I think, that we see before us. I appreciate your 
candor and it’s very sobering information. 

I have a couple of specific questions. The first relates to the infor-
mation that you and your colleagues had available to you as it com-
pared to the information available to the four levels of review that 
have already been talked about, the CFO, the internal auditor, the 
external auditor and the regulator. 

On page 5 of your prepared remarks, item number two talks 
about FAS 133. The interpretation ‘‘departed from generally accept-
ed accounting principles’’ or GAAP ‘‘in a number of important re-
spects. These departures from GAAP were not mere innocuous 
practical interpretations or modest deviations from a strict reading 
of the standard’’. And then the final sentence there, ‘‘and impor-
tantly we found that the company’s significant hedge accounting 
practices were known to, and accepted by, the company’s outside 
auditor’’. 

My question would be, do you believe that those four levels of re-
view had the same information that you had available to you with 
which to determine whether or not the practices were appropriate? 

Sen. RUDMAN. Well, I certainly know that OFHEO has had ac-
cess to all of that because, not only have they had the right of 
course under their special examination to gather that documenta-
tion and that information and do a number of interviews, but we 
have on an ongoing basis been supplying them with information 
since October of 2004. 

I have to believe, from the minutes we’ve looked at and from the 
emails we’ve looked at, that the manager of the company had con-
sultations with its inside and outside auditors on these issues and 
I assume—since all of the documents that we’ve received are from 
their files, I assume they had access to those documents. 

Mr. PRICE. And there’s been some allusion earlier to a ‘‘ease of 
covering up’’ and I can’t remember whether it came from the panel 
or whether it came from up here. Do you have an opinion as to 
whether or not there was an active covering up of what was going 
on or— 

Sen. RUDMAN. On the contrary. I go back and I look at the testi-
mony before Mr. Baker’s committee by Mr. Raines and Mr. How-
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ard, which Mr. Baker has referred to. They were quite open in 
their beliefs at that time and they had stated them rather clearly. 
I don’t think that—if there was, we didn’t find evidence of it. We 
found evidence of mismanagement, incompetence, incorrect inter-
pretation of rules, but not anyone trying to hide that other than, 
in our opinion—and hiding wouldn’t be the right word—not being 
at a level of transparency with the board of directors that I think 
is consistent with good governance. 

Mr. PRICE. Right. That leads to my next question. You had a 
number of items throughout your prepared testimony. As an orga-
nizational matter, too much authority at Fannie Mae was con-
centrated in the former CFO. Checks and balances were non-exist-
ent. The information the board received in critical areas was either 
incomplete or misleading. 

Would you offer an opinion as to whether or not you believe the 
changes that have been put in place at Fannie Mae currently are 
satisfactory to correct the problems that you—and the structural 
problems that you identified? 

Sen. RUDMAN. I believe they are, for two reasons. Number one, 
because in my dealings with the management of the company since 
the new management took over, I have found them to be very open, 
very transparent and, frankly, a bit on the humble side compared 
to the prior management. 

Secondly, and even more important, I’ve looked carefully at the 
backgrounds of each of the individuals hired in these new positions 
and they’re all very high level people with great backgrounds. Now, 
does that say they can’t make mistakes? I’m sure they can. But the 
probability of these kinds of mistakes with this team it seems to 
me is far less likely. 

Mr. PRICE. So that would lend credibility to the comment that 
was made earlier that this was a character flaw and not a systems 
flaw. Is that— 

Sen. RUDMAN. I think it was both. I’m not sure I’d use the word 
character. I think it was a competence flaw and a systems flaw. 

Mr. PRICE. Okay. I’ve got very little time left but I did want to 
offer anybody the opportunity to make any recommendation re-
garding any other changes from a Congressional standpoint, a leg-
islative standpoint that you all would recommend. 

Sen. RUDMAN. I have said consistently when asked that when 
this finally goes to conference, it’s vital that a strong regulator 
emerge. I think— 

Mr. PRICE. Anything else besides that? 
Sen. RUDMAN. No. 
Mr. PRICE. Does anybody have any other opinion regarding that? 
Sen. RUDMAN. Comments at all? No. 
Mr. PRICE. Thank you ever so much. I appreciate your service. 
Mr. BAKER. The gentleman’s time has expired. 
Mr. PRICE. Thank you. 
Mr. BAKER. Mr. Pearce. 
Mr. PEARCE. Thank you, Mr. Chairman. Thank you, Senator. 
Whenever the bonuses were written out, $27 million more or 

less, what string of employees participated in the bonuses? In other 
words, how deep in the organization did those go? 

Sen. RUDMAN. Alex Oh will answer that question. 
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Ms. OH. The bonuses were distributed from Office of the Chair 
personnel down to senior vice president levels. 

Mr. PEARCE. And what was the largest bonus given? 
Ms. OH. I believe it was slightly less than $2 million for 1998 

and that’s just the AIP component. 
Mr. PEARCE. Was it within the scope of your study that you 

would look back through the history and see if there was a pattern 
of misstatements in order to achieve the bonus levels or are you 
just targeting this one experience? 

Sen. RUDMAN. We started in 1998. 
Mr. PEARCE. The line of questions that was coming from one of 

my colleagues is that if we somehow accounted for the stuff later, 
it might, really, no harm, no foul, with the exception that the com-
pany is $27 million lighter at the end of one process than it would 
be at the end of the other process. Is that more or less accurate? 

Ms. OH. I don’t believe we agreed with the questioner that— 
Mr. PEARCE. I understand, but that’s the drift. And even if we 

gave him the fact that the later sequence was not in accordance 
with GAAP principles—but even if we acknowledged that it might 
possibly have been, still you have defrauded the company out of 
$27 million up-front that is not recovered— 

Ms. OH. That’s correct. 
Mr. PEARCE. Yeah. So there is a foul even though we eventu-

ally—even if we eventually accounted for it, so even the premise of 
his question was— 

Mr. BAKER. Would the gentleman yield just for a moment? 
Mr. PEARCE. I appreciate that. I would let the gentleman achieve 

his own time, if he would. 
I would ask about the cooperation between the executives. How 

cooperative were they? In other words— 
Sen. RUDMAN. During our investigation? 
Mr. PEARCE. Uh-huh. 
Sen. RUDMAN. We have had absolute, total cooperation from the 

Fannie Mae board, from all of the new management, people that 
were still there that had been under the prior management. None 
of our requests were— 

Mr. PEARCE. Except Mr. Howard. 
Sen. RUDMAN.—we received everything we needed and, as you 

see, we did about four-and-a-half million documents. We’re still 
looking at documents to wind up our engagement but we’ve had as 
much cooperation as one could expect and it’s been fine. 

Mr. PEARCE. And then—with the exception of Mr. Howard. Mr. 
Howard was non-responsive. 

Sen. RUDMAN. Correct. I’m talking about the current manage-
ment and I’m certainly talking about Mr. Raines and other employ-
ees of the company and former employees of the company. 

Mr. PEARCE. Did the chairman have an observation? 
Mr. BAKER. Yes, sir. I just wanted to give you some information. 

The 1998 to 2003 bonuses paid out was $245 million. 
Mr. PEARCE. Thank you. How much was Mr. Raines’s bonus? 
Mr. BAKER. In one year, $1.9 million. I can give you more detail 

but I’ve got it up here. 
Mr. PEARCE. Okay. That’s fine. I would look to receive that. 
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Back on the gentlelady from New York, she was asking about 
First Beneficial. There was a pattern of $7.5 billion of loans that 
evidently were suspect that were sold into Fannie Mae and became 
a little bit messy, sold back and then maybe sold over to Ginnie 
Mae. In other words, they started making the rounds as bad loans 
have a tendency to do once no one can collect them. 

Did any of your introspection—any of your looking at the back-
ground of Fannie Mae deal with this sort of a problem that might 
be inherent in their operation? 

Sen. RUDMAN. We did not. It was not part of what we were 
doing. 

Mr. PEARCE. Generally one can— 
Sen. RUDMAN. I don’t believe that’s been settled yet, either. I be-

lieve that’s still pending. 
Mr. PEARCE. Generally one gets a feel for a corporation and its 

culture and for the practices. Would you think that you all studied 
enough about the culture at the company to realize if they would 
engage in practices that were a little bit suspect in the banking 
terms? 

Sen. RUDMAN. I think what we say in the report is this company 
had a level of—a tone at the top, a level of arrogance that believed 
that it was pretty hard for Fannie Mae to be wrong about any-
thing. Their whole experience with OFHEO and with the Congress 
historically as we did our investigation indicated to us that they be-
lieved that they were right and they would push very hard to prove 
they were right, either to the Congress or to OFHEO, depending 
on the circumstances. 

Whether that led to accounting misstatements, I am in no posi-
tion to say. What I can say is that the attitude of the company was 
not conducive to problem-solving. It was conducive to essentially 
defending its turf which it did rather successfully for a long time. 

Mr. BAKER. The gentleman may have one more—his time is ex-
pired, but one more question if you’d like. 

Mr. PEARCE. Well, that’s fine. I see the time has expired. Thank 
you, Mr. Chairman. 

Mr. BAKER. We’re going to start with a second round because Mr. 
Frank and I both have another not lengthy set of questions and it 
follows on to Mr. Pearce’s general observation. In looking at the 
significant volumes prepared by the counsel for Mr. Raines, there 
are the following sort of comments I want to get your reaction to, 
Senator. 

We submit that it is not appropriate based on the record in front 
of you to rely on an amorphous criticism of tone or culture in ana-
lyzing Mr. Raines performance. A retrospective conclusion that 
there must have been cultural deficiencies because incorrect results 
were reached will not stand in the scrutiny of future adversarial 
proceedings. 

Any attempt to portray Mr. Raines as having created an inappro-
priate tone or culture is unsupported. Although the record does not 
support an inference that Mr. Raines should be judged legally cul-
pable for the events, his departure as chairman and CEO in the 
wake of the Office of the Chief Accountant’s determination regard-
ing accounting has exacted accountability for the performance of 
the company regardless of legal fault. 

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00046 Fmt 6633 Sfmt 6633 F:\DOCS\30177.TXT HFIN PsN: TERRIE



43

It seems to me that—I have a quote I believe it’s yours and I’m 
not certain—that—or at least a statement of the report—that Mr. 
Raines was found to have contributed to the culture that improp-
erly stressed stable earnings growth. Is that a correct assessment 
of the report’s findings or to what extent was Mr. Raines truly the 
navigator of the ship in the culture that is troubling? 

Sen. RUDMAN. Well, Chairman Baker, you know, I fully appre-
ciate the position that counsel for various individuals take. That is 
their position. And the reason we published all of that is we 
thought that the committee was—and the Fannie Mae board and 
the world was entitled to see their position. 

We obviously don’t agree with that characterization that he did 
not contribute to that. As a matter of fact, when you look at page 
5 of our executive summary, we find that he contributed to a cul-
ture that improperly stressed stable earnings growth and as chair-
man and CEO 1999 through 2004, he was ultimately responsible 
for the failures that occurred on his watch. 

There’s no question that he was a strong, driven, very competent 
presence and that he set the tone and there was no question in our 
mind that meeting these earnings targets was very important to 
Mr. Raines. 

Mr. BAKER. And given your background inquiries, even though 
Mr. Howard is described as a very independent and powerful CFO, 
it is still not probable that in a world of accounting decisions at the 
level that has been discussed, that that would not—if not coun-
seled, at least informed would be the customary business practice 
as to the actions being taken before they would be executed? 

Sen. RUDMAN. Well, you know, Chairman Baker, I must say that 
that is one of the reasons we were very disappointed in being able 
to talk to Mr. Howard. We only have testimony from Mr. Raines 
and a lot of documents. And there is nothing in those documents 
that shows us Mr. Raines heavily involved in some of the financial 
decisions. 

Your assumption may be correct, but we don’t have a lot of evi-
dence about that. I suspect that others may at some subsequent 
time. We don’t have any. 

Mr. BAKER. I thank you. Mr. Frank. 
Mr. FRANK. Thank you, Mr. Chairman. I’m very much concerned 

about where we go from here. And you’ve made some comments 
which I appreciate about the strength of the regulator that we have 
in this bill and you did note that a contributing factor to the prob-
lems was that, as Mr. Falcone noted, OFHEO was underfunded 
and under-resourced. 

Had the regulator of Fannie Mae and Freddie Mac at the time 
that this arose been the regulator that is contemplated in the bill 
that passed the House, does that in your judgment mean that what 
happened would have been less likely or at least caught earlier? 

Sen. RUDMAN. Well, as I said, I don’t like to speculate but, be-
cause we’re both New Englanders, Congressman Frank, I will in-
dulge this speculation. 

It seems to me from the experiences I’ve had, both in private life 
and public life and serving corporate boards of various kinds and 
the work that I’ve done here at Paul, Weiss, that had this regulator 
had the depth of accounting expertise that it had when it engaged 
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Deloitte & Touche to do a deep dive, if you will, on Fannie Mae’s 
accounting, that it is likely, in my view, that they would have un-
covered some of the things that were uncovered in the 2004— 

Mr. FRANK. And just to close the loop, the bill that we have 
passed out of the House, does that, in your judgment, provide those 
resources and the likelihood of that being available to the regu-
lator? 

Sen. RUDMAN. I think it probably does, but I would give you this 
caveat. I think any time a regulator like Fannie or the fed or the 
comptroller has an issue that could affect fundamentally large seg-
ments of the economy, it’s always good they can come back to the 
Congress and ask for additional funds for special assistance. 

Mr. FRANK. I appreciate it. But the structure would be appro-
priate. 

Sen. RUDMAN. It is. 
Mr. FRANK. There was some reference earlier—and I’m just in-

terested in the magnitude of this—there was some reference com-
paring what you dealt with and examined to Enron and MCI. And 
in my judgment of both of those, we had just a woefully inadequate 
amount of revenue coming in. Was there that kind of problem at 
Fannie Mae? Is it comparable to Enron and MCI in the macro as-
pects? 

Sen. RUDMAN. That was not the problem. I’m very familiar with 
those matters not only from having read about them but I’ve talked 
to people who were involved actively in and I don’t think these are 
necessarily comparable. These are different kinds of issues. 

Certainly, our report does not find people actively engaging— 
Mr. FRANK. And not the order of magnitude of economic problem. 
Sen. RUDMAN. No. No. 
Mr. FRANK. One last question. It was rumored that there was an 

important Commission appointed and neither you nor Lee Ham-
ilton was on it. Is that true? 

Sen. RUDMAN. That’s true. 
Mr. FRANK. I’m surprised to hear that. 
Mr. BAKER. The gentleman’s time has expired. Mr. Pearce, did 

you want to take another round? 
Mr. PEARCE. A couple more questions, pursuing just a little bit 

of the line of the questions that were just completed. 
It did not in your mind rise to the level of magnitude of Enron 

and that particular problem. They put Martha Stewart in jail for 
4,000 shares. Does it rise to that level? 

Sen. RUDMAN. I’m sorry, Congressman. I didn’t hear you. 
Mr. PEARCE. I said Martha Stewart was put in jail—in other 

words, we’re determining magnitude now. Enron was a larger mag-
nitude, you said. Martha Stewart—I think there were 4,000 shares 
involved and she went to jail for obstruction and whether—and not 
telling whether or not she got some advance notice. So does this 
case rise to that magnitude? 

Sen. RUDMAN. You know, I don’t want to back into the question 
about culpability but I will just make the general observation that 
those cases involved the creation of entities that really didn’t exist, 
created conspiracies to move funds around for a very—purposes 
that were deleterious to the markets. 
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We don’t find that kind of evidence here. We find a lot of very 
serious financial mismanagement and we find some manipulation 
of earnings in order to reach bonus targets in a particular year and 
a real concern with meeting targets every year. That was an obses-
sion. But I think that’s a different level from what we’re talking 
about. 

Mr. PEARCE. Yes. Sure. Enron was the creation of other entities. 
But the HealthSouth, that was more of an accounting problem, 
WorldCom, again, was accounting fraud. So once you decide that 
you’re going to—once a culture decides it’s going to misstate, to 
manage the facts in order to get an outcome of $240 million bonus, 
and generally if you look at outcomes that accounting manipulation 
is designed for, usually there’s some payoff for the individuals who 
are willing to get involved in that and I guess at the end of the 
day how can we say that one accounting fraud is different and 
more substantial, less substantial than another. 

Because if you look, there seems to be a continuum at which the 
problem escalates. I can remember at one point Enron was a fairly 
straight oil and gas producer out in our particular area. But they 
then spun off the energy sector and got faster and faster players, 
saw more and more creases in the law, and then you could take 
a look at WorldCom, HealthSouth, Tyco, Commercial Financial 
Services. 

Again, got a lot of players here moving numbers pretty fast and 
it appears that they benefitted personally, which appears to be the 
case here. How would those cases differ? How would my linking of 
those cases I think be inappropriate, I guess is my question. 

Sen. RUDMAN. My answer would be that what someone in this 
government is going to have to decide, not me and not you, really, 
but someone in this government at the Department of Justice is 
going to have to decide whether or not any of these rise to the level 
of the kind of conduct you’re talking about. 

I truly don’t know the answer to it, Congressman. I don’t know. 
Mr. PEARCE. And I appreciate the straightforwardness of the an-

swer because many of these things are very difficult. 
Mr. Chairman, I appreciate your indulgence. 
Mr. BAKER. I thank the gentleman. I’ll, for the record, bring us 

to closure today. I want to acknowledge that it is the board of 
Fannie Mae that engaged your firm and your team of experts to 
review and prepare an arms-length examination of a very troubled 
period of corporate performance. Thanks certainly on behalf of this 
committee and the chairman. 

I want to make clear that we are very appreciative for the dili-
gence exercised, the quality of the report generated and the find-
ings which will be, I believe, of significant help to us going forward 
as we attempt to construct a new regulatory structure to assure 
homeowners of access to low cost housing and to assure taxpayers 
that they will not be placed in untoward risk. 

You have performed a very valuable service and the committee 
is very appreciative, and we thank you for your time and participa-
tion here today. 

Sen. RUDMAN. Mr. Chairman, I thank you for those words and 
I want to express my appreciation to your staff, Mr. Butler in par-
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ticular, for being so helpful in getting us organized to appear here 
before you. 

Let me also add I know there are a lot of footnotes in this report 
and some of your members may be interested in some of those foot-
notes, as you are. We will be happy to make them available. 

Mr. BAKER. Oh, we have your mailing address and we’re going 
to be good pen pals. Thank you. 

Our meeting is adjourned. 
[Whereupon, at 4:30 p.m., the committee was adjourned.] 

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00050 Fmt 6633 Sfmt 6633 F:\DOCS\30177.TXT HFIN PsN: TERRIE



(47)

A P P E N D I X

March 14, 2006

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00051 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE



48

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00052 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

1



49

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00053 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

2



50

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00054 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

3



51

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00055 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

4



52

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00056 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

5



53

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00057 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

6



54

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00058 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

7



55

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00059 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

8



56

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00060 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
00

9



57

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00061 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

0



58

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00062 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

1



59

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00063 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

2



60

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00064 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

3



61

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00065 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

4



62

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00066 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

5



63

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00067 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

6



64

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00068 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

7



65

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00069 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

8



66

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00070 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
01

9



67

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00071 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

0



68

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00072 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

1



69

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00073 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

2



70

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00074 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

3



71

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00075 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

4



72

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00076 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

5



73

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00077 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

6



74

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00078 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

7



75

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00079 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

8



76

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00080 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
02

9



77

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00081 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

0



78

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00082 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

1



79

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00083 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

2



80

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00084 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

3



81

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00085 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

4



82

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00086 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

5



83

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00087 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

6



84

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00088 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

7



85

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00089 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

8



86

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00090 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
03

9



87

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00091 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

0



88

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00092 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

1



89

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00093 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

2



90

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00094 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

3



91

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00095 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

4



92

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00096 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

5



93

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00097 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

6



94

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00098 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

7



95

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00099 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

8



96

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00100 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
04

9



97

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00101 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

0



98

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00102 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

1



99

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00103 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

2



100

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00104 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

3



101

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00105 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

4



102

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00106 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

5



103

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00107 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

6



104

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00108 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

7



105

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00109 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

8



106

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00110 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
05

9



107

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00111 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

0



108

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00112 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

1



109

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00113 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

2



110

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00114 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

3



111

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00115 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

4



112

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00116 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

5



113

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00117 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

6



114

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00118 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

7



115

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00119 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

8



116

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00120 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
06

9



117

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00121 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
07

0



118

VerDate 0ct 09 2002 12:10 Oct 30, 2006 Jkt 030177 PO 00000 Frm 00122 Fmt 6601 Sfmt 6601 F:\DOCS\30177.TXT HFIN PsN: TERRIE 30
17

7.
07

1


